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PREFACE

EVERY one of the Great Sciences, in the course of its history,
has undergone a complete transformation from the mode in
which it was conceived by its founders : and there is also
a stage at which it becomes necessary to introduce more
powerful and refined methods of investigation, more com-
prehensive forms of expression, and more minute and exact
observation. .

A great transformation is now going on in the Science
of Political Economy, or Economics, as it may more aptly be
termed. Up to the present time there have been two great
schools of Economists, each of which has done great,
glorious, and immortal services to mankind. But making
ample acknowledgment of the priceless services done by
the two preceding schools, the fact is that the Political
Economy of Adam Smith, Ricardo, and Mill is now ex-
hausted—it is a caput mortuum from which no further good
can be extracted : it is wholly incapable of grasping the great
Economic problems of the present day—CREDIT, BANK-
ING, and the ForeiN ExcHaNGEs. In fact, this school of
Economists has abandoned all these questions in hopeless
despair.

Highly as we may esteem the great Economists of this
and other countries, it is essential to remember the charac-
ter of Economic contests up to the present time. They



viii Preface

have been almost wholly DestrucTivE. The first Econo-
mists found the public mind and the administration infected
with an immense mass of rooted prejudices, errors, and
abuses. Their first efforts were to sweep these away—to
beat down and abolish false doctrines of various kinds ; to
extirpate bad and mischievous laws interfering with wages,
with prices, and the commercial intercourse of nations ; to
establish, in fact, freedom of Commerce or Exchange ; and
in so far as this, Economists of all schools are agreed.

But while Economists of all schools are agreed on what
was the Destructive portion of their science, when we come
to the CONSTRUCTIVE or PosITIVE Science this agreement is
at an end. Nothing can be more astonishing or lamentable
than the difference of doctrines, and the antagonism of
Economists on almost every point in the science, so as to
create a widely spread impression that there is no such
intelligible science at all-as Economics.

Many, indeed, suppose that the establishment of Free
Trade is the end-all and the be-all of Political Economy.
But nothing can be more erroneous. The destruction of
Protection was only the first-fruits of the struggles of the
infant science—like Hercules strangling the serpent in his
cradle—and not its consummation. In fact it only clears
the ground, and removes obstructions, from the creation of
the Positive Science. During the heat, the turmoil, and the
dust of the battle to establish a great practical. principle,
there is no time to attend to the niceties of language, and
the exact expressions of science. But now that the great
victory is won, and men can sit down in a calm, inquiring
spirit, the time has come for a complete, deliberate, and
systematic re-survey of the whole science. And, as a matter
of fact, there is at the present moment throughout Europe
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and America a general reaction and uprising against the
school of Political Economy which was founded by Adam
Smith and has closed with John Stuart Mill

Fully admitting the admirable services they have done
in time past, their total want of scientific arrangement, their
complete ignorance of practical business, their glaring in-
consistencies and self-contradictions, and their incapacity
to deal with those Economic problems which are of the
deepest practical importance at the present day, have pro-
duced a general revolt against them. And the most ad-
vanced Economists in Europe and America have declared
their adhesion to a far wider and more comprehensive
system of Economics, which has given the solution of those
questions of Credit, Banking, and the Foreign Exchanges
which were abandoned as hopeless by the second school ;
and by the acknowledgment of all men of business has
finally set at rest that terrible Currency Question which has
agitated and convulsed this country for three-quarters of a
century.

Economic Science is the profoundest and most compli-
cated branch of human knowledge ; and requires a greater
variety of knowledge than any other—

(1) It deals with Property of every description ; and in
all its forms : consequently a-profound knowledge of the
Laws of Property, and especially of Mercantile Law, is abso-
lutely indispensable to enable a person to perceive and
recognise the existence of the various Quantities with which
the science deals.

(2) It deals with all the Exchanges of Property : and
consequently a thorough and profound knowledge of Com-
merce in all its branches is necessary to understand the
great mechanism of Exchanges.
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(3) A profound knowledge of Mathematics and Physical
Science, and of the methods and principles by which the
various Physical Sciences have been constructed, is necessary
to enable a person to express the Laws which govern the
varying relations of Economic Quantities in strict harmony
and analogy with the Laws of the other Physical Sciences.

Every science is greater than any of its cultivators.
Astronomy is greater than Hipparchus, than Ptolemy, than
Copernicus, than Kepler, greater even than Newton himself.
So Economics is greater than Turgot, than Quesnay, than

" Smith, than Ricardo, than Mill. To every one who has
done good service let us pay rational respect, but not abject
idolatry. He who studies Philosophy must be a freeman
in mind. No one, however eminent, is now permitted to
be a despot in science, and chain up the human intellect
or arrest the progress of thought.

Economics is the noblest and the grandest creation of
the human intellect. It is the crown and the glory of the
Baconian Philosophy. No one can thoroughly realise the
awful sublimity of the genius of Bacon until he studies
Economics : because it is the literal realisation of his match-
less discovery that the same principles of Mathematical and
Physical Science which govern the phenomena of nature
equally govern the practical business of life.

Time’s noblest offspring is its last.
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CHAPTER 1

ON THE RISE OF INDUCTIVE SCIENCE IN MODERN TIMES

1. IN the latter half of the sixteenth century a wondrous
change came over the spirit of the nation which then held the
foremost place in Europe in culture and civilisation.

Fall of the Empire of the West, and Renovation of the
Population of Italy

After twelve centuries of existence, the Niobe of nations had
fulfilled her destiny. By the middle of the fifth century her
Empire, which had extended from the Euphrates to the Tagus,
and from the Forth to the cataracts of the Nile, had seen pro-
vince after province rent away from her, and had shrunk within
the limits of Italy. Rome, which had not seen a foreign foe for
seven centuries, had been four times sacked by the barbarians.
The free yeomen of the bright days of the republic had perished
in the civil wars. The land was parcelled out among a small
number of gigantic proprietors, and cultivated exclusively by
slaves. Tillage had nearly ceased, and all the supplies of corn -
came from the provinces. With the loss of these the supplies
failed, and the population was reduced to the lowest depths of
misery. War, pestilence, and famine desolated whole provinces.
The army was a host of mercenary barbarians. In 476 they
peremptorily demanded that one-third of the lands of Italy
should be divided among them. The youthful Emperor had
the spirit to refuse this demand, and took refuge in Pavia, wheie
he was immediately besieged: the town was captured and pil-
laged : and the Emperor laid down his uneasy crown. The
senate ignominiously surrendered the vacant authority to the
Emperor of the East ; and Odoacer, the military commander,

B2
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reigned in Italy. One-third of the lands were immediately
confiscated and divided among the successful mutineers.

Sixteen years afterwards, a new swarm of barbarians under
Theodoric conquered the country and effected new confiscations
and settlements ; and for thirty years the land enjoyed peace
and prosperity under the reign of the wise Theodoric. But in
568, Alboin, king of the Lombards, introduced a new host, and
founded a dynasty which lasted two centuries, until overthrown
by Charlemagne and the Francks: and they again were suc-
ceeded by the Germans, in 962, under Otho the Great.

Thus, during the space of five centuries, Italy was overrun
by five successive hosts of invaders: but with great sagacity
they left the Roman municipal institutions untouched: so that
while the forms remained the population was almost entirely
renewed. Moreover, the invaders on all occasions favoured
emancipation, so that by the eleventh century slavery had died
out, and the land was once more inhabited by a free people.

Renewal of Intellectual Energy and Rise of the Arts

2. Thus, after the gestation of five centuries, the conquering
races and the conquered had become amalgamated into one
people, and a new nation arose which exhibited such a trans-
formation as had never before been exhibited in the history of
the world. The land which had been held by the most prosaic
and unimaginative of nations became the mother of all the arts
and of all the sciences.

The cities of Italy, enjoying peace and settled government
under the Germanic Emperors, rapidly progressed in prosperity
and wealth, and began to extend their commerce throughout
Europe, and became habituated to self-government under the
decaying house of Franconia.

But when the Hohenstaufens, a more energetic race, sue-
ceeded, Frederick Barbarossa, one of the ablest sovereigns of
the Middle Ages, attempted to reimpose upon them the yoke of
the Empire. The Lombard cities took up arms in their own
defence. Barbarossa was at first successful : he captured Milan
and razed it to the ground. But he was finally vanquished in
1176, on the field of Legnano; and Italy became all but nomi-
nally independent.
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The energies of the people being thus aroused, soon de-
veloped themselves in every direction. First Architecture, then
Sculpture, then Painting, then Poesy, were called into exist-
ence; and during the space of four centuries Italy produced
such a galaxy of illustrious names in the Arts as no other
country can boast. The powers of Nature seemred to culminate
in Michael Angelo, and then decayed.

The day that Michael Angelo died, Galileo was born.

Revival of Furisprudence

3. At the same time the study of Jurisprudence revived.
The great Code of Justinian had been published during a short
period while Italy was re-united to the .Eastern Empire, and
then Justinian caused his Code to be adopted throughout
the whole Empire. But the original Latin soon fell into
desuetude in the East, and was superseded by Greek compila-
tions : and was finally set aside by the revised Code called the
Basilica, published in Greek in the ninth century.

In the troubled state of Italy the study of Jurisprudence was
naturally much neglected. Each separate race of invaders had
its own code of laws: founded, however, on preceding Roman
Codes: and every nationality was allowed to follow its own
laws. Consequently, though the Code of Justinian never ceased
to exist, its effects were much weakened. At the beginning of
the twelfth century a great school of Law was founded by Pepo
and Irnerius at Bologna, and for two centuries produced an
illustrious line of Jurists, to which students flocked from all
parts of Europe.

Rise of the Scholastic Philosophy

4. But the most remarkable and original product of the
middle ages was the Scholastic Philosophy : and as the Baco-
nian Philosophy was the reaction against it, it is necessary to
give a brief outline of it.

Socrates was the first to perceive that all systematic reason-
ing in science and philosophy must be based upon General
Concepts, Ideas, or Definitions of terms. The dialogues of
Plato are full of discussions on the meanings of terms,—the
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Good, the Beautiful, the Holy, the Just, and numerous others.
If any action was said to be Holy or Just, it was first of all ne-
cessary to define the Holy, or the Just. Thus the Platonic dia-
logues are full of Inductive reasonings as to fundamental
Concepts. Now when a certain Moral Concept is formed in
the Mind it does not by any means follow that it should be
realised in any actual person : nor that it should be seen in any
action. It is quite possible to form a Mental Concept of the
Holy or the Just, without there being any holy or just person,
or any one doing a holy or just action.

From this it followed that General Concepts might have an
actual and real existence without being embodied in any con-
crete form, )

Plato argued by analogy from the Moral to the Physical
world. He held that all nature was framed in accordance with
certain Ideas, or Notions existing in the Divine mind, which
were quite independent of any particulars.

Thus there was an Idea or Notion of a Man, Horse, &c.,
before there was any actual Man or Horse. Though he was
rather staggered at the notion of there being Eternal Ideas of
Mud, Hair, Dirt, &c.

Thus besides the world of Spiritual Existences, Plato held
that there is also a distinct world of invisible, self-existent,
eternal, and unchangeable Ideas. These, with some variations,
were the doctrines which were called Realism in the middle
ages.

Aristotle, the disciple of Plato, combated these doctrines in
several of his works. He maintained that these Universals, as
they were called, could not be separated from their Particulars :
he denied that Universals could have a separate reality from the
Particulars. Hence the Universals were mere Names for cer-
tain Particulars. This somewhat modified was termed Nomi-
nalism in the middle ages.

The Greeks were the first to discover that there is an innate
power of discerning Truth in the human mind: and that there
is a science of Truth, which can be reduced to a systematic
form. This Science is termed Xiogie. Zeno, of Elea, was the
first to employ this science, to prove the fallacy of the argu-
ments of his opponents. It was much used by Socrates and
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Plato in their discussions and dialogues :- but Aristotle was the
first to reduce it to a systematic form. He first showed that all
error can be exposed and all truth set forth in a systematic
form.

Logic or Dialectic, therefore, in the hands of Aristotle was a
mere method of testing the truth of philosophical systems’: he
never supposed that Syllogism could be applied to the disco-
very of the truths of Physics. Both he and Plato foreshadowed
and adopted the Inductive method for the discovery of truth ;
in which, however, he was not very successful.

The Scholastic Philosophy of the middle ages was the at-
tempt to combine the Idealism of Plato with the Logic and
Dialectics of Aristotle : but unfortunately it attempted to apply
the syllogistic method to the discovery of truth,

5. When Christianity became known to philosophers the
Platonists perceived that there was much in it in accordance
with their system. They were the first of philosophers to adopt
it, and they endeavoured to combine it with their own philoso-
phy.

As the general intellect decayed in the decadence of the
Western empire all originality vanished. The highest literature
fell into oblivion. Theology was taught from books; and con-
sequently writers confined themselves exclusively to comment-
ing on the usual text-books. St. Augustine and some of the
Latin fathers were still read : but the whole course of philosophy
consisted of some parts of Aristotle’s Organon, Plato’s Timaus,
and a few tracts of Cicero and Seneca. A few lessons in
grammar and logic, with just enough mathematics and astro-
nomy to calculate Easter, were the highest instruction. The
age of Charlemagne was the nadir of the human intellect. Soon
after him appeared the first original genius of the middle ages.
Paschasius had asserted the doctrine of transubstantiation. John
Scotus Erigena was employed to refute it. He was a Realist
and a Mystic: his work marked the revival of metaphysical
speculation.

About the middle of the eleventh century Berengar, Archdea-
con of Tours, revived the eucharistic controversy, adopting the
same side as Erigena. Berengar’s doctrines, founded upon rea-
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soning, and supported by much profane learning, greatly agi-
tated the Church; and he was combated by Lanfranc in the
nayme of authority, and afterwards by Anselm, who endeavoured
to reunite the claims of Reason and Faith. These metaphy-
sical controversies about the deepest mysteries of faith revived
the old contests of Plato and Aristotle.

Realist views were then generally current; but about the
same period Roscelin, Canon of Compiégne, strongly adopted
the Nominalist side. In discussing the mystery of the Trinity
he gradually lapsed into Tritheism. The Church was shocked
and alarmed, and in 1092 he was condemned by the Council
of Soissons, and obliged to leave France. The impiety which
resulted from Nominalism produced a reaction in favour
of Realism. Anselm and William of Champeaux thundered
against him on the Realistic side.

But a doughty champion revived the fortunes of Nominalism.
Abelard pointed out the absurd consequences of Realism, and
William retired from the field. Three thousand disciples
carried Abelard’s fame and doctrine into every country of
Europe. But the rage for definition and dialectics led Abelard
into the heresies of Berengar and Roscelin, and he was silenced
and consigned to the cloister.

These controversies had fairly roused the spirit of meta-
physics, and several champions appeared on either side : when
an unexpected discovery added tenfold fuel to the flame.

6. Athens had been for centuries the University of the
Roman world. The narrow policy of Justinian closed her schools,
and the teachers were scattered throughout the world. A
learned colony had settled at Edessa on the borders of Syria
and Mesopotamia, and founded a flourishing school of Greek
science and philosophy. In process of time Edessa fell before
the conquering Moslem. The dynasty of the Abassides came
from Khorassan, where learning had long been held in honour.
Almanzor, and his successor Haroun al Raschid, founded schools
at Bagdad, and diligently sought out the monuments of Greek
learning, and caused them to be translated into Arabic ; and its
literature was enriched by translations of the Greek works on
Mathematics, Astronomy, Mechanics, Euclid, Ptolemy, Hippo-
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crates, Galen, Dioscorides, and especially Aristotle and the neo-
Platonists.

Africa and Spain rejected the Abasside dynasty, but equally
cultivated the arts and sciences. Colleges and schools were
founded in every city of Spain. Magnificent libraries contained
translations of all the Greek masterpieces. Thus for three
centuries, while Europe was plunged into the lowest depth of
barbarism, the arts and the sciences flourished in the Mahom-
medan world from Khorassan to the Ebro. Then arose a great
series of Moslem doctors and philosophers, Alkendi, Alfarabi,
Gazali, and especially Ibn-Sina, Ibn-Badja, Ibn-Thofail, and
Ibn-Roshd, known to the infidels respectively as Avicenna,
Avempace, Abubazer, and Averroes. These men annotated
and commented upon the entire works of Aristotle.

7. The same spirit of inquiry agitated the Jewish world. In
the eighth century the Karaites broke away from the Talmud,
and asserted the right of Reason to judge Faith. To combat
the growing heresy, the school of Sora was founded near Bag-
dad, and they were equally obliged to cultivate dialectics.
Saadia (892-943) made a strong effort to reconcile Reason and
Revelation.

The Jews in Spain were equally active, and the philosophy
of Ibn-Gebirol (Avicebron), rejected by his own nation, con-
vulsed the Christian schools. In the twelith century an ortho-
dox reaction began. Juda Hallevi denied the power of Reason
to judge religious mysteries. Jewish philosophy reached its
highest point in Moses Maimonides.

Thus by a curious coincidence the Jewish, the Christian,
and the Mahommedan worlds were simultaneously immersed in
dialectics, and agitated and convulsed by the perennial conflict
between Reason and Faith, *

8. While the minds of the three great religious communi-
ties were thus distracted, some rays of Mahommedan learning
penetrated into the Christian schools. A few travellers had
brought back specimens from the East. The Crusades still fur-
ther stimulated intercourse between the hostile creeds. Arabic
versions of Aristotle were imported along with bales of mer-
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chandise into Sicily, Italy, and the south of France : and some
diligent scholars translated the Arabic works of science into
Latin. Raymond, Bishop of Toledo (1130-1150), caused several
of the works of Avicenna, Gazali, and Alfarabi to be translated
into Latin : and Michael Scot and others translated the Arabic
versions of Greek works into Latin. All this mass of new lite-
rature gave an immense stimulus to metaphysical controversy.
The intoxication of mind produced a flood of discussion which
threatened to be fatal to orthodoxy. The first scholastics pro-
fessed themselves devout sons of the Church, but the inevitable
tendency of free inquiry was to lead them further and further
away from orthodoxy. The doctrines of Avicenpa, Averroes, and
Avicebron convulsed the Christian schools ; and the teaching
of Aristotle seemed to lead to the plainest Pantheism and Ma-
terialism.

The Catholic Church was now thoroughly aroused and
alarmed. It was indeed shaken to its foundations : and as Aris-
totle seemed the original source of all these heresies, he was for-
mally condemned by the Church in 1204, 1209, and 1215. Thus
in all the three religious communities the appeal to Reason was
dangerous to Faith : and the Aristotelian philosophy was a terror
equally to orthodox Jews, to orthodox Mahommedans, and to
orthodox Catholics.

The Catholic Church seemed on the very brink of destruc-
tion : the scandalous lives and the venality of the Court of
Rome shocked all Christendom. Every country swarmed with
heretics in revolt against the tyranny of the priesthood. But
the Pontiff was equal to the crisis. The Crusades had fami-
liarised the followers of the meek and gentle Jesus with the idea
that the slaughter of infidels was grateful to the Creator. And
heretics were worse than infidels. Accordingly Innocent III.
carried fire and sword into the fairest provinces of Christendom.

9. A great revolution was at hand, and the Church was
saved in the very crisis of her existence. In the same year,
1206, Dominic, a Spaniard, founded an order of mendicant
friars at Toulouse, and Francis, at Assisi. They were bound
to devote themselves to poverty and preaching. The new orders
spread with marvellous rapidity, and in a very few years all
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Europe was filled with them. They were devoted to the defence
of Catholic dogma. Each order cultivated the most profound
learning, and studied the pagan philosophers to profit by them
and to confute them. The rival fraternities vied with each
other in celebrated names. The Franciscans boasted Alexander
de Hales : the Dominicans, Albert of Cologne, surnamed the
Great. These two, with William of Auvergne, Bishop of Paris
(1218-1248), consolidated that system called the Scholastic
Philosophy, which saved Catholicism from the heretical wisdom
of the Arabians.

The greatest of the three was Albert, and twenty folio
volumes attest his industry, He commented on all the works
of Aristotle. Albert perceived that General Concepts are at
the base of all philosophies. He held that they existed inde-
pendently of the mind. But he did not recognise a being called
Humanity, independent of actual human beings : nor of Anima-.
lity beyond actual animals. He held that the genus is an
essence which only exists in particulars, but does not depend
upon them. It emanates from the mind of God. Thus huma-
nity and all other essences are the Concepts, Ideas, or Forms
existing in the Mind of God, realised in individual beings.
Hence to find the origin of the Universal it was necessary to go
back to the First Cause. Albert was thus a modified Realist.
All Realities were supposed to exist as Concepts of the Divine
Mind : and also all Concepts of the Divine Mind had corre-
sponding realities.

By this means all knowledge of external nature was to be
found in the Concepts or Ideas of the Mind : and these mental
abstractions were supposed to be real physical existences.

Now Theology is the creation of the Human Mind, and
consists in abstract Concepts : and these were formed into a
logical system of Dogmatic Theology. This being granted,
these great master minds saw the prodigious use of the Aristo-
telian Logic in forming the subject into a great scientific sys-
tem. In fact, if the freedom of inquiry could be curbed, and
opinion restrained to certain orthodox Fundamental Concepts,
there was nothing like the Aristotelian Logic for reducing them
to systematic form. Hence the Aristotelian Logic, instead of
being adverse to the Church, was now its greatest defender.
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The greatest of all the Scholastic Doctors was Thomas Aqui-
nas, the pupil of Albert of Cologne : and his works are the very
incarnation of the Scholastic Philosophy.

It was then supposed that Theology comprehended every
other science: and Physics was framed in the same spirit as
Theology. All Physical Science was supposed to be founded
on certain Mental Concepts which were supposed to be real.
But all reference to Nature herself was prohibited, as savour-
ing of heresy : and from fear of contradicting some Doctrine of
Theology. Aristotle’s theory of Matter and Form was adopted:
the Matter being the physical substance and quality of things :
and Form being that which distinguished them into different
classes.

Thus all Physical Science was reduced to Syllogisms : and it
was supposed that by varying these all Physical truth might be
discovered. The system was therefore entirely @& priori: it
began with the highest abstractions—pure fictions of the mind—
and reasoned deductively from Causes to Effects. By this
means the Idealism of Plato, together with the Logic of Aris-
totle, was utilised in the service of the Church, and the union of
the Church and Philosophy was irresistible, and enthralled the
human mind for three centuries.

Thus the Logic of Aristotle, which was never intended as
anything but a defence against philosophical error, was turned
into a system for the discovery of truth and scientific investiga-
tion. Aristotle himself would have been the first to protest
against this misuse of it. The labours of the men were prodi-
gious, but they were utterly barren of results—as barren as the
labour on the treadmill.

Reaction against the Scholastic Philosophy— Rise of Inductve
Science

10. At length, after centuries of this barren labour, men
began to discover that the whole method of procedure was erro-
neous ; and that instead of reasoning from Causes to Effects,
they must adopt the opposite course, and ascend from Nature
and Effects to Causes.

As is usual in such cases, one profound genius anticipated
the truth three centuries before the rest of mankind. In the

~a
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middle of the thirteenth century a Franciscan monk at Oxford,
Roger Baocon (1202—1291) had completely anticipated the spirit
and the main outlines of the Inductive Philosophy of ¥raneis
Bacon of the seventeenth century. But we must pass over his
Experimental Philosophy, because in this brief outline we can
only notice movements of the human mind, and not isolated
efforts, however illustrious, which perished with the individual.

We can only observe the marvellous sagacity with which
Roger Bacon enforced the doctrine that Mathematics is the key
to all the sciences.

He.says—¢‘ And for this reason it follows that Mathematics
is the first of the sciences, without which' the others cannot be
understood.

¢ For he who knows not Mathematics cannot know any other
sciences : what is more, cannot discover his own ignorance, or
find out its just remedies. So it is the knowledge of this science
that prepares the mind and elevates it to a well-authenticated
knowledge of all things,

‘These reasons are of universal application : to descend
to particulars would be nothing more than to show how all
parts of Philosophy are learned by the application of Mathe-
matics ; in other words, that the sciences cannot be known by
logical and sophistical arguments, as is ordinarily the case ; but
by mathematical demonstrations descending into the truth and
operations of the sciences and regulating them ; for without
mathematics they cannot be understood or set forth, taught or
learned.’

¢ For without Mathematics nothing werth knowing in Philo-
sophy can be attained.’

Bacon not only anticipated the whole method of the Experi-
mental Philosophy, but perceived that Mathematics rules all
branches of Philosophy, which even the great Galileo did not
understand at first.

But the human mind had not yet revived its powers of
independent thought. The Aristotelian philosophy, being allied
with the Church, prevailed. And Experimental Philosophy,
being born three centuries before its due time, died of inanition ;
and the human mind sank under the thraldom of Thomas
Aquinas and Scholasticism.
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11. That sublime genius, eonardo da Vinet (1452—1519),
equally distinguished in the Arts and in the Sciences—in paint-
ing, sculpture, poetry, and music ; botany, anatomy, mathema- -
tics, mechanics, and engineering—was the founder of Inductive
Science in modern times. His writings still almost entirely
remain in manuscript ; but the short fragments of them which
have been published, says Hallam, ‘are more like revelations
of physical truths vouchsafed to a single mind, than the super-
structure of its reasoning upon any established basis. The
discoveries which made Galileo, and Kepler, and Mzstlin, and
Maurolycus, and Castelli, and other names equally illustrious,
the system of Copernicus, the very theories of recent geologers
are anticipated by Da Vinci within the compass of a few pages,
not perhaps in the most precise language, or in the most con-
clusive reasoning, but so as to strike us with something like the
awe of preternatural knowledge.’

He says—* The interpreter of the works of nature is experi-
ence. It never deceives; it is our judgment which is some-
times at fault, because it expects results which experience re-
jects. It is necessary to consult experience by varying the cir-
cumstances from which we have drawn general laws : because
it is that which gives true laws.’

‘There is no certainty in sciences to which mathematics
cannot be applied, or which do not depend upon it in some way.’

¢In the study of the sciences which depend upon mathema-
tics, those who do not study nature but books, are not the
children of nature : they are only her grandchildren : she alone
is the mother of true geniuses. But what folly ! they laugh at
a man who prefers to learn from nature herself, than from
writers who are only her clerks.’

‘ My design is to cite experience, and to show why bodies
are obliged to act in such a manner. It is the way which one
must observe in researches into the phenomena of nature. It
is true that nature begins from reasoning, and finishes by re-
sults : but nevertheless we must take the opposite way : as
I have said we must begin by experiment, and endeavour by its
means to discover the reason.’

12. The path thus opened up by Da Vinci was soon followed
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by a host of writers, both theoretical and practical. Bernard
Telesio, of Cosenza (1508-1588), was one of the earliest. An
ardent student, he soon became satisfied that science as then
taught was utterly erroneous. In 1565 he published his work
at Rome, ‘On the Nature of Things’ He says—¢The con-
struction of the world, the magnitude and nature of the bodies
contained in it, are not to be investigated by reasoning, but are
to be apprehended by the senses, and collected from the things
themselves’ (Whewell). ¢We propose to ourselves to turn our
eyes to the world itself, and its parts, their passions, actions,
operations, and species” The work of Telesio excited great
notice, and as a testimony of its merits was placed in the /adex
Expurgatorius.

13. His next successor was Tommaso Campanella (1568
—1639), who studied at Cosenza. He says that he was afraid
that falsehood and not truth was the tenant of the Peripatetic
School : and that he studied all the great authors to compare
them with the first and original writing of the world. He says
that no one but Telesio pleased him on account of his freedom
in philosophy, and because he rested on the nature of things,
and not upon the assertions of men. He published a work in
defence of his master, against those who have philosophised in
an arbitrary and dogmatical manner, not taking Nature for
their guide : in which the errors of Aristotle and his followers
are refuted from their own assertions: and the laws of Nature,
and all the imaginations feigned in the place of Nature by the
Peripatetics are altogether rejected.’

14. Andrea Cesalpino (1520-1603) was another great re-
former, both theoretical and practical. He formed the first
systematic arrangement of plants. He says (Whewell) ‘ We
reach perfect knowledge by three steps—Induction, Division,
Definition. By Induction we collect likenesses, and agreement
from observation : by Division we collect unlikeness and disa-
greement : by Definition we learn the proper substance of each
object. Induction makes universals from particulars, and offers
to the mind all intelligible matter ;: Division discovers the dif-
ference of universals, and leads to species, and Definition re-
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solves species into their principles and elements.” Thus Cesal-
pino clearly saw that Definition is the last result of observation,
though it may be the first in teaching.

The revolt against the Aristotelian philosophy and Scholas-
ticism was now in full progress, and we need not quote any
more writers who were now joining the winning cause.

18. The progress of Inductive Science was immensely
stimulated by the development of Mathematics. In 1202 a
merchant of Pisa, named Leonardo, who had travelled widely
in the East, brought home with him the Arabian treatises on
Algebra, and they excited a certain attention, and had some
followers : but no very great advance was made till the sixteenth
century, when the discoveries of Cardan and Tartalea excited
the warmest public interest. The scientific spirit was now tho-
roughly aroused. The lecture-rooms of Mathematicians were
filled by the same crowds as had formerly thronged the studios
of the artists : and the discovery of a new mathematical formula
ora new truth in physics was received with the same delight as
a new painting or a new statue in former times. In a similar
spirit Anatomy made prodigious advances, and the amphithea-
tres of Vesalius and Fallopio shared the popularity of the lec-
ture-rooms of the Mathematicians : and the names of Eustachio,
Coiter, Columbus, Arantius, Vidius, Piccolomini, Alberti, Beni-
vieni, Donatus, Shanck, and hosts of others rival the fame of
the physical philosophers. The shock to the existing system of
dogmatism was completed by the overthrow of the Astronomy
of Ptolemy by Copernicus.

Thus in every department of human knowledge men re-
sorted to Nature and not to books : and Inductive Science was
not the creation of any single person, but it was the product of
the European mind of the sixteenth century, and was in full
progress before Bacon was born.

Bacon proclaimed the Doctrine of the Continuity of the
Sciences

16. But the great prophet of the Inductive Philosophy was
Francis Bacon ; and his name is usually associated with it.
It is sometimes said that Bacon was the father of all
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Physical Philosophy : that he first showed the way by which all
modern sciences were created. This is to a certain extent true :
but it is very far indeed from expressing the distinctive merits
of the Baconian Philosophy. The Inductive spirit was not the
creation of Bacon, but it was the product of the European mind
of the sixteenth century. Galileo and other Physical Philo-
sophers created Physical Sciences wholly independent of Bacon.
But the distinctive merit of Bacon has never yet been suffi-
ciéntly appreciated. He did not create any special physical
science : and it is just possible that the Physical Sciences might
have been just as far advanced at the present time, if he had
never written a line. But Bacon did something far higher than
creating any single science; he ereated the Science of
creating Sciences. He formed in his stupendous mind the
everlasting canons of Inductive Logic, by which all alleged
sciences must be tested. He created that Supreme Science
which enters with imperial authority into every particular
science. He pointed out the methods by which the Physical
Sciences must first be created, and then he had the miraculous
sagacity to perceive that the same principles of reasoning by
which the Physical Sciences were to be created must be applied
to the creation of the Moral and Political Sciences.

That is the matchless and undivided glory of Bacon. Before
there was a single Physical Science in existence, he laid down
the everlasting canons by which all Physical Sciences must be
created ; and he had the miraculous sagacity to perceive that in -
the Natural Sciences are to be found the types and standards of
reasoning which are to guide us in the creation of Moral and
Political Science.

‘Meanwhile, let no one expect much progress in the sciences
(especially on the practical part of them), unless Natural Philo-
sophy be applied to each individual science, and each particu-
lar science be referred again to Natural Philosophy. Hence it
is that Astronomy, Optics, Music, most of the mechanical arts,
medicine itself, and—what one might more wonder at—Moral
and Political Philosophy, logical sciences, have scarcely any
depth, but only glide over the surface of a multitude of things,
because after these separate sciences have been once distributed
and erected, they are no longer nourished by Natural Philosophy.

I. C
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Therefore it is not the least strange if sciences make no pro-
gress when they are torn from their roots.’

¢And here it may be repeated what was said above, about
the application of Natural Philosophy, and that each separate
science must be referred to that again, that the sciences may
not be severed and cut off from the trunk. For without this
little progress is to be hoped for.’

¢ Some, too, may doubt, rather than object whether we speak
of Natural Philosophy only, or that the other sciences, logic,
ethics, politics, are also to be brought to perfection by the same
method. But most assuredly we mean what we said to apply to
. them all: and as the common logic, which acts by syllogism,
affects not only the natural, but all sciences, so also ours which
proceeds by Induction, embraces them all. For we form a
history and tables of discovery of anger, fear, shame, and the
like, also of examples of Polities, so also of affections of the
mind.’ '

¢ Let us now come to that knowledge to which the oracle of
old leads us,—namely, the knowledge of ourselves, upon which,
as it touches us the more nearly, the more diligence is to be
bestowed. This knowledge is for men, the aim and the object
of all knowledge, but it is only a portion of Nature. And let
this be laid down as a general rule, that all divisions of sciences
be so understood and applied that they may rather mark and dis-
tinguish them than separate and divide them, so tkat we may
always avoid a break of Continuity in the sciences. For the
contrary mode has made each separate science barren, empty,
and erroneous, since they were not nourished, supported, and
corrected by the common fountain and aliment.’

¢ We have laid down that this is the function of Natural Phi-
losophy.’

Bacon, therefore, inculcated the study of Physical Science
for its own sake, but not for its own sake only, but as the foun-
dation of Moral Science. It is his transcendent merit to have
been the first to perceive, and to proclaim with the voice of a
trumpet, the great doctrine of the Continuity of the Sciences.

- It has long ago been observed that the genius of the Pla-
tonic Philosophy is esseatially Inductive. Only Plato applied
the Inductive method to the ideas of the Moral World. But
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the genius of the Philosophy of each is identical. The sublime
discovery of Bacon was that Physical Inductive Science must
precede Moral Inductive Science : that Natural Science is the
nursing mother of all science: and that in it are to be found
the types and standards of reasoning to which all other reason-
ing is to be referred : that it is the watdaywyds to lead us to the
study of Moral Science. He proclaimed the union between
Ideas and Reality, to which nothing earthly was comparable,
which was the sole hope of attaining true science, and in conse-
quence of the divorce between them, the whole fabric of human
knowledge, as then existing, was like some magnificent structure
without any foundation.

It is therefore an error to suppose that Bacon was the
creator of the Physical Sciences. He was the creator of Induc-
tive Logic : which is not the art of discovering truth, but the
Science of Juaging whether or not certain alleged discoveries
are true. Xogic is the Science of Judgment : and not an art
of Discovery, nor even an art of Reasoning. The faculty of
proposing Notions, or Ideas, or Laws or Reasons, belongs to
the /magination or the Invention : but all these Reasons, Laws,
or Conceptions, must be submitted to the tribunal of the Reason
or Logic, before they can be finally admitted to be true. And
it is the province of Logic to discover and apply the tests which
any conception or axiom must satisfy before it can be admitted
to be true. Cicero has described, once and for ever, the true
function of Logic, ¢ /n hac arte, st modo est hac ars nullum est
preceptum quo modo verum inveniatur, sed tantum est quo
modo Judicetar.” Thus the Novum organum is not the science
or the art of discovery, but it is the Theory of Theorising, or
the Theory of Generalisation 1 it is the science and the art of
judging and deciding whether the Conceptions and Axioms of
the various sciences are true. It is, therefore, not the Science
of Discovery, but the Science of Werification.

And the progress of science has exactly verified the
prescience of Bacon. The Inductive spirit was the product of
the European mind in the sixteenth century: and it was first
applied to the creation of the Physical Sciences : and Political
Economy was the product of the European mind in the eight-
eenth century, For Political Economy is nothing but the

c2
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attempt to apply to the phenomena of society the same spirit of.
exact reasoning as had been applied to the phenomena of the
material world.

And this great discovery, first seen and proclaimed by Bacon,
has been repeatedly enforced by the most eminent men since.
Thus Newton says that an extension of our knowledge of the
laws of Natural Philosophy would certainly extend our know-
ledge of the laws of Moral Philosophy.

F. B. Say maintains that Political Economy is an Inductive
‘ Science

17. The earliest school of Economists in modern times
acknowledged the same principles. As is explained in a subse-
quent chapter, they maintained that there is a Natural Science
on the subject.

This doctrine was proclaimed with much more earnestness
and effect by J. B. Say, who, however, had read Bacon with
such extraordinary carelessness as to say, ‘¢ The Chancellor
Bacon, who was the first to teach that to understand the pro-
cesses of Nature we must consult, not the writings of Aristotle,
but Nature itself, by judicious observations and well-contrived
experiments, was entirely ignorant that the same method was
applicable to Moral and Political sciences, and that it would
obtain the same success in them’ : and many other passages to
the same effect.

Mill maintains that Political Economy is an Inductive
Science

18. The doctrine that the same spirit of philosophising is
common to Physical and Moral Science had now become one
of the recognised dogmas of Philosophy. Passing over many
other distinguished names we may quote Mill, who follows
exactly in the same strain as the others.

He says—¢‘ The backward state of the Moral Sciences can
only be remedied by applying to them the methods of Physical
Science duly extended and generalised.’

Also—*In scientific investigation, as in all other works of

human skill, the way of attaining the end is seen, as it were, in-
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stinctively by superior minds, in some comparatively simple
case, and is then, by judicious generalisation, adapted to the
variety of complex cases. We learn to do a thing in different
circumstances by attending to the manner in which we have
spontaneously done the same thing in easy ones.

¢This truth is exemplified by the history of the various
branches of knowledge which have successively, in the ascending
order of their complication, assumed the character of sciences,
and will doubtless receive fresh confirmation from those of
which the scientific constitution is yet to come, and which are
still abandoned to the uncertainties of vague and popular dis-
cussion. Although several other sciences have emerged from
this state, at a comparatively recent date, none now remain in
it, except those which relate to man himself, the most complex
and most difficult subject of study on which the human mind
can be engaged.

‘Concerning the physical nature of man as an organised
being—though there is still much uncertainty and much contro-
versy, which can only terminate by the general acknowledgment
and employment of stricter rules of Induction than are com-
monly recognised, there is, however, a considerable body of
truths which all who have attended to the subject consider to
be fully established : nor is there now any radical imperfection
in the method observed in this department of science by its
most distinguished modern teachers. But the laws of Mind,
and even in a greater degree those of Society, are so far from
having attained a similar state of even partial recognition, that
it is still a controversy whether they are capable of becoming
subjects of science in the strict sense of the term : and among
those who are agreed upon this point, there reigns the most ir-
reconcileable diversity on almost every other. Here, therefore,
if anywhere, the principles laid down in the preceding books
may be expected to-be useful. )

¢If on matters so much the most important with which the
human intellect can occupy itself a more general agreement is
ever to exist among thinkers : if what has been pronounced the
¢ proper study of mankind ” is not destined to remain the only
subject which philosophy cannot succeed in rescuing from em-
piricism—zhe same processes through whick the laws of many
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simple phenomena have by general acknowledgment been placed
beyond dispute must be consciously and deliberately applied
1o those more difficult ingquiries. 1If there are some subjects on
which the results obtained have finally received the unanimous
assent of all who have attended to the proof, and others on
which mankind have not yet been equally successful : on which
the most sagacious minds have occupied themselves from the
earliest date, and have never succeeded in establishing any con-
siderable body of truths so as to be beyond denial or doubt ; s
is by gemerallsing ke methods successfully followed in the
Jormer inguivies, and adapting them to the latter, that we may
hope to remove this blot on the face of science.’

And Mill has several other passages to the same effect.

Here at last we might hope that we had attained a solid
foundation. The preceding extracts contain as explicit and
distinct an acknowledgment, as it is possible for language to do,
that in Mill’s opinion the Science of Society—of which Political
Economy is one branch—is to be investigated by methods
exactly analogous to those which have already been adopted,
and have led to such distinguished success in Physical Science :
and that the only hope of raising Social Science to the rank of
a Demonstrative Science is by doing so. And when Bacon,
Newton, Butler, Locke, Say, Comte, Herschel, Mill, and hosts
of others, are unanimous that Economics, as one of the Moral
Sciences, is an Inductive Science, we might hope that the
question as to the method of investigation proper to it was
finally set at rest.

Self-contradiction of Mill : ke says that the ‘& priori’ method is
the only proper one to investigate Economics

19. What, then, is our astonishment to read—¢ With the
consideration of the definition of a science is inseparably con-
nected that of the philosophical method of the science : the
nature of the process by which its investigations are to be
carried on, its truths to be arrived at.

¢ Now in whatever science there are systematic differences
of opinion, which is as much as to say in all the Moral or
Mental Sciences, and in Political Economy among the rest ; in
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whatever science there exist, among those who have attended
to the subject, what are commonly called differences of princi-
ple, as distinguished from differences of matter of fact, or
detail —the cause will be found to be a difference in their con-
ceptions of the philosophic method of the sciences.’

‘In the definition we have attempted to frame of the Science
of Political Economy we have characterised it as essentially an
abstract science, and its method as the method, * a priore’ (). Such
is undoubtedly its character as it has been understood and
taught by all its most distinguished teachers. It reasons,and as
we contend ¢Z must necessarily reason from assumptions, and not
Jrom facts ! It is built upon hypotheses strictly analogous to
those which, under the name of definitions, are the foundation
of the other abstract sciences.’

¢ This ought not to be denied by the Political Economist! If
he deny it, then, and only then, he places himself in the wrong 4’
The @ priori method which is laid to his charge, as if his em-
ployment of it proved his whole science to be worthless, is, as
we shall presently show, tke only method by whick any truth can
possibly be attained in any department of the Social Science \ !’

¢But we go further than to affirm that the method, 2 grior7,
is a legitimate mode of philosophical investigation in the Moral
Sciences—we contend that it is the only mode. We affirm that
the method & posteriors, or that of specific experience, is altoge-
ther inefficacious in those sciences as a means of arriving at
any considerable body of valuable truth, though it admits of
being usefully applied in aid of the method @ pr7orZ, and even
forms an indispensable supplement to it !}’

We simply place these extracts before the student: and then
ask him what he thinks of Mill as a logician? It is scarcely
necessary to say that we entirely repudiate the latter extracts,
and agree with the former.

It was the discovery of the first Bacon that all Sciences
must be brought under the dominion of Mathematics: it was
the discovery of the second Bacon that the same principles of
reasoning which govern the Physical Sciences equally govern
the Moral Sciences.

‘We have now to realise these Conceptions by Creating the
Science of Economics. ’
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CHAPTER II

ON THE NATURE AND FORMATION OF A PHYSICAL SCIENCE

1. IT being then now universally agreed that Political Eco-
nomy, or Economics, as a Moral Science is a Physical Science,
and to be constructed after the methods adopted in other Physical
Sciences, we have next to examine the nature and formation of
a Physical Science, and what is meant by saying that Econo-
mics, as a Moral Science, is to be constructed in a manner
analogous to other Physical Sciences.

A Physical Science, in the sense of those who maintain this
doctrine, is a body of the Laws which govern the phenomena
relating to some single Idea, or Quality, which must be of the
most general nature.

Thus Dynamics is the science which treats of the pheno-
mena, or facts, relating to Force : Optics is the science which
treats of the phenomena of Light: Acoustics is the science
which treats of the phenomena of Sound : so there are other
Physical Sciences, such as those of Heat, Electricity, and so on.

All these are sciences of causes and effects : and the busi-
ness of the science is to discover and express in exact language
the causes which produce changes in the numerical relations of
the effects. And any body of phenomena or facts whatever,
based upon a single central general idea, may be erected into
an exact science whenever the effects are capable of numerical
measurement.

The whole certainty of the belief in the Physical Sciences
rests upon this, that the Creator has endowed or impressed
material substances with certain fixed, invariable, and unchange-
able qualities: and that similar causes will always produce
similar effects or phenomena : so that when once the Laws

~—,
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which ‘govern the phenomena are ascertained by observation
and experiment, and truly expressed in accurate language, we
are always able to predict the consequences or effects which
will follow from definite causes.

Now, if there be, as is asserted, a Moral Philosophy com-
posed of a number of distinct Moral Sciences, as Physical
Philosophy is* composed of several distinct Physical Sciences,
what can it mean? And how is a Moral Science to be created
on the analogy of a Physical Science?

It can only mean this—that men, like Physical substances,
are endowed with various moral qualities, properties, or passions,
such as Hope, Fear, Anger, Desire, Resentment, &c. Certain
causes, acting upon these different passions or qualities, produce
effects in men. Now, if these passions or qualities were as
universal and invariable in men as the properties or qualities of
physical substances : and also if the same causes produced the
same effects uniformly and invariably as each of these qualities
in men : and if, moreover, any means could be discovered of
measuring these effects—if, in short, we could invent a Thuw-
mometer as well as a Thermometer—then each of these
qualities might be made the subject of a distinct Moral Science,
as certain as a Physical Science ; and we should have a body
of Moral Philosophy as certain as, and analogous to, Physical
Philosophy.

Men, however, are not endowed with these moral qualities in
the same uniform and invariable manner that Physical substances
are. A person conversant with human nature may no doubt
prognosticate the effects which will be produced on masses of
men by certain causes : and on this knowledge is founded the
power of the Statesman, the Orator, and the Poet. But it is
not certain that each individual man will be amenable to these
influences. It is a common observation that it is much easier
to know human nature in general than any man in particular. .
Moreover, these effects in men are not capable of any numerical
measurement. Though, therefore, it is undoubtedly true that
the general principles of reasoning are the same in Moral as in
Physical Science, yet from the want of uniformity in the pro-
perties or passions of men, and from the impossibility of de-
vising a means of measuring their effects, they are not capable
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of being carried to the same degree of perfection as the Physical
Sciences.

Nevertheless, if there be any Moral Science founded on a
quality of men which prevails and has prevailed among men of
all ages, countries and varieties with the same uniformity and
invariability as the qualities of Physical substances do—and
more especially #f its effects can be measured numerically—such
a Moral Science may be erected into a Science closely approxi-
mating to the precision and the certainty of a Physical Science;
and a Moral Inductive Science may be created by observing
the phenomena relating to that quality, and by following the
same course of generalising the Laws which govern those phe-

“nomena in all respects analogous to a great Physical Science.

On the Formation of General Conceptions and General
Axioms

2. The nature of a science being thus determined, the next
point is to construct it, or to discover the Laws which govern
its phenomena or facts : or,in other words, to be able to explain
the phenomena.

Every science consists of two parts :—

1. The General Conceptions or Definitions, or a due clas-
sification of the Quantities it treats about.

2. The naws which govern their relations, called by Bacon,
Newton, Herschel, Whewell, and many others, Axioms, or
General Principles. :

Bacon says that there is a great and almost radical dis-
tinction between minds in regard to Philosophy and Science :
that some are more apt to perceive the differences of things,
and others the resemblances. This distinction, though often
insisted upon as fundamental, will appear to be less radical if
we consider that to do each accurately depends upon the same
general power of the mind, namely, that of separating complex
terms into their elementary ideas: and perceiving which are
the essential or fundamental ideas, and which are the subordi-
nate or accidental ones. When the leading ideas of Quantities
are identical they must be classed together, even though some
of the subordinate ones are different. On the other hand, when
the leading properties are opposed, there is a fundamental
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distinction between the Quantities, even though some of the
subordinate ones are similar. Thus the same general analytical
power of the mind enables us to perceive latent similarities, and
also to annihilate spurious identities. Now all true classifica-
tion, which is as much as to say all true science, is based upon
perceiving fundamental analogies beneath superficial differences,
and fundamental distinctions beneath superficial resemblances.

Moreover, the formation of Definitions or Fundamental
Conceptions is not'arbitrary, or dependent on the will of the
writer. Their formation as well as that of Axioms is strictly
subject to certain general philosophical laws.

Two canons are of fundamental importance in the formation
of Definitions and Axioms—

1. The Fundamental Conceptions and Axioms of every
science must be perfectly General.

2. No General Conception and no General Azxiom must
contain any lerm involving more than one Fundamental
1dea.

The truth of this latter canon is manifest : because if any
term involves more than oze¢ fundamental idea, it limits the
generality of the Conception or Axiom, which is contrary to the
first canon.

Consequently if we wish te bring Economics to the state ot
an exact science, we must carefully examine all its Funda-
mental Conceptions and Axioms, and reduce them to the state
of generality and simplicity required by the above canons.

Hence, if we meet with Conceptions and Axioms which
violate these canons by containing several distinct ideas, we
must apply the general principles of Inductive Logic to dis-
cover which is the true general idea, and eliminate all other
accidental, particular and intrusive ideas.

8. Socrates, Plato, Aristotle, Bacon, Hobbes, Locke, and
every philosopher of note have repeated the same thing. The
chief charge alleged by Bacon against the Logic of the schools
was that it was wholly unable to penetrate the recesses of
nature. He says :—‘The syllogism consists of propositions,
propositions of words, and words are the signs and tokens of
conceptions. So that if the very conceptions of the mind
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(which are as it were the soul of words and the foundation of
the superstructure and edifice) are badly and inconsiderately
formed from the facts, vague, nor sufficiently definite and
limited, faulty, in short, in every way, it ruins everything.’

- Over and over again he repeats that the formation of Con-
ceptions, or Definitions, and Axioms, or General Laws, by true
induction is the only way of expelling fallacies. So, in affirm-
ing that the Conceptions and Axioms of his own day were
utterly worthless, he says :—¢ The discoveries already made in
the sciences are of such a sort as scarcely to be below the
surface of the vulgar notions : but in order to penetrate to the
deep recesses of nature, both Conceptions and Axioms must be
derived from facts by a more certain and guarded method.’

Again—* The formation of Conceptions and Axioms by a
true induction is assuredly the true remedy to drive away and
expel fallacies.” And of these fallacies, the fallacies of language
({dola _fort), which men gain from one another by common dis-
course, are the most troublesome of all. For the ill and unfit
choice of words wonderfully obstructs the understanding. For
words plainly exert a power over the understanding, and throw
everything into confusion, and lead men away into numberless
empty controversies and phantasies : for men believe that their
understanding controls their language : but it is also true that
language reacts and turns back its power over the understand-
ing, which is the very thing which has rendered philosophy and
the sciences sophistical and inactive. But words are commonly
framed by the capacity of the valgar, and divide things accord-
ing to the lines which are most obvious to the minds of the
vulgar. And whenever a clearer intellect and a more careful
observation wishes to shift these lines to a truer agreement to
nature, words cry out against it. Thus it happens that great
and important discussions of learned men often turn upon con-
troversies about words and names, with which, according to the
wise custom of mathematicians, it would be more prudent to
begin and so bring them into order by definitions.’

Again—* The formation of Ideas and true Conceptions and
Axioms by true induction is, no doubt, the proper remedy to be
applied for the keeping off and clearing away fallacies—¢ And
the assistance of this induction is to be used, not only in
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" discovering General Laws, but also in the formation of Con-
teptions, and assuredly in this induction the chief hope lies.’

Bacon then places the foundation of all science in the
extirpation of fallacies (/do/z) and the obtaining true General
Conceptions (/dez) from nature and reality by genuine induc-
tion, which are not to be the fanciful fictions of the mind. He
maintains that Conceptions are to be obtained from facts in the
same manner as Axioms or General Laws. He has not given
any examples of his method : nor indeed was it possible that he
should do so. No Logic can show how it can be done. It is
the part of Imagination or Invention to devise and suggest
Fundamental Conceptions, and of Logic to determine whether
they are true or not. :

The Baconian method of induction has been far more gene-
rally applied to General Laws than to Conceptions. From
which circumstance some have drawn the conclusion that his
method is practically useless. This however is a most grievous
error : as the Baconian or Inductive Logic may be applied with
decisive effect to determine the controversies which prevail up
to the present hour as to every single General Concepnon in
Economxcs.

4. There is a fundamental principle relating to Physical
Science which is of the greatest importance in Economics. The
special Idea or Quality which is the central one of the science
may appear in substances of the most unlike natures, and which
agree in no other respect than in possessing that Quality. But
all these. substances or natures, however unlike or dissimilar
they may be in other respects, so long as they agree in possess-
ing that single Quality on which the science is based must be
reckoned as elements or constituents in that science.

Thus Bacon says—* Whoever is acquainted with forms em-
braces the unity of nature in substances the most unlike. . . .
A nature being given, we must first of all have a muster or
presentation before the understanding of all known instances
which agree in the same nature.’ ’

Thus the science of Arithmetic or Algebra is the science of
number or measure: and consequently whatever can be num-
bered or measured is an Arithmetical or Algebraical Quantity
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whatever its nature may be. Thus Quantities of the most diverse
natures are brought under the dominion of Arithmetic and
Algebra simply from their capability of being measured.

Thus Time, Space, material substances of all sorts, Velocity,
&c., and which have no other property in common but the
capability of being measured, are all Arithmetical or Algebraical
Quantities.

So Dynamics is the science which treats of the phenomena
of Force: and a Force is defined to be—

Anything whick causes or tends to cause motion oy change
of motion in a body.

This word Anything is of a very wide and general nature,
and includes Quantities which agree in no other respect than in
possessing the Quality of Force.

Thus some forces are material, like men and animals.

Other forces are incorporeal, invisible, and intangible, like
gravity, electricity, and magnetism, if indeed these are not
merely different manifestations of the same force.

Other forces are explosive, like gunpowder, dynamite, &c.

There is also the force of the wind, steam, and many others.

Some forces act perpetually and universally, like gravity :
other forces for a limited time : other forces produce their effects
in a single instant : hence Permanence or Duration is not neces-
sary to Force.

But all these are Forces, and enter into the science of
Dynamics, because they all satisfy the dynamical definition of
Force: they all possess the common Quality of changing the
rest or motion of bodies : and yet they have no other Quality in
common than the single one of Force. What can be more
different than man and gravitation? What can be more dif-
ferent from these than gunpowder or dynamite ? And yet again
steam and the wind are different from all the others. But all
these distinct kinds of things are included under the common
name of Force.

5. If then Political Economy, or Economics, is declared to
be a Moral Inductive Science which is to be constructed and
erected into a science in the same manner asa Physical Science
—what can this mean? And how is it to be done?
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It is perfectly well agreed now among Economists that
Economics is the science which treats of things so far as they
are Wealth. It is the science which treats of the Laws which
govern the phenomena of Wealth,

Now without inquiring yet what Wealth is : and what that
Quality of things is which constitutes them Wealth, we may
lay down this preliminary consideration, which must govern the
course of the inquiry and the method of constructing the
science.

The Quality which constitutes things Wealth must be some
single Quality of the most general nature : and the Science of
Wealth must be the Science of the phenomena relating to that
single Quality.

Following the analogy of Physical Science, we may lay this
down, that whatever Quality that may be which constitutes a
thing Wealth, in whatever thing that Quality may be found to
exist, it must be technically included under the term Wealth,
whatever its nature may be,and whatever other qualities it may
possess.

Arguing from the strictest analogy of Physical Science, we
may say that whatever satisfies the Economic definition of
Wealth, or an Economic Quantity, is Wealth, whatever other
Qualities it may possess. And the Science of Economics treats
exclusively of the phenomena relating to that Quality: and
takes no notice whatever of any other Qualities the Quantity
may possess, or of the phenomena relating to them. Just as
we may consider man purely as a mechanical force, without
reference to any other qualities he may possess, moral or
physical.

6. Having, then, searched for and ascertained what that
Quality of things is which constitutes them Wealth, the next
thing to be done is to search for and ascertain how many distinct
kinds or orders of Quantities there are which possess that
Quality, or which satisfy the definition of Wealth.

Now, arguing from the general analogy of Physical Science,
and without at present anticipating any controversies which may
prevail on the subject, we may say that we may naturally expect
to find Quantities of several diverse and distinct kinds-and
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natures, which will satisfy the Economical Definition of Wealth,
and are consequently Economic Quantities.

It is also clear that we must take care to search for and dis-
cover a/l the distinct kinds of Quantities which satisfy the
Economic definition of Wealth, before we begin to construct
the science : because if we omit any, those Conceptions and
Axioms or Principles which may be founded on considering
only certain of the species will probably be found to be erro-
neous, and not true as General Conceptions and Axioms, and
they will vitiate the results obtained.

It is infinitely better to begin by ascertaining that we have
included an species in our Conceptions and Axioms, than after-
wards to have to pull down, widen, and enlarge and reconstruct
our system from careless omissions in the first instance,

On the Formation of Axioms or General Laws

7. Having, then, obtained General Conceptions or Defini-
tions of the Quantities with which the Science deals, the next
thing is to discover the General Law which governs their rela-
tions to each other.

And in searching for this it must be observed that there can
be but one General Theory, or Law, at the basis of all pheno-
mena. There may, it is true, in particular cases, be other
circumstances which may aggravate, neutralise, or overpower
and reverse the effect of the General Law : but, for all that, it
is there and acts universally.

In several of the great sciences different General Theories
have prevailed at different times, such as in Astronomy, Optics,
Heat, Electricity, &c. But no Physical philosopher ever dreamt
of explaining every distinct class of cases in any science by a
distinct fundamental Theory.

No one ever thought of writing a treatxse on Astronomy, in
which one chapter was based on the Ptolemaic Theory : another
chapter on the Copernican Theory : another on that of Tycho
Brahe : no one ever thought of writing a treatise on Optics, one
chapter of which was based on the Emission Theory of Light,
and another on the Wave Theory : and so on in Heat and
Electricity. No one ever dreamt of maintaining that there is a
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distinct Theory of Light for every distinct class of optical
phenomena.

It has always been understood that there can be but ome
General Theory which governs all phenomena : though liable
to be modified by disturbing causes in particular cases. And
the business of the Physical Philosopher has always been to
discover which is the true General Theory: and the grand
business of the Baconian or Inductive Logic has been to discover
and lay down the principles which are to decide which is z4¢
true Theory. In politics' no doubt we require the spirit of com-
promise, and many centradictions are tolerated for the sake of
peace. Butin Science toleration and compromise are impos-
sible. It is always a mortal combat between rival Theories.
All but one must perish : and it is the business of Inductive
Logic to pronounce the doom of life or death.

Without then even yet determining what Economics is, we
may lay this down that if it is a Physical Science, as is so often
asserted, there. can be but one General Theory of the relations
between Economic Quantities. To break up Economic pheno-
mena into distinct classes of cases, and to maintain that there
is a distinct fundamental Theory or Axiom or Law governing
each class of cases, would be utterly repugnant to the funda-
mental principles of Natural Philosophy.

8. One of the great fundamental Laws of Inductive Logic
pervading every part of the Novum Organum and expressing
its very spirit is called the Law of Continuity, and is thus de-
scribed by Whewell—

¢ A Quantity cannot pass from one amount to another by any
change of conditions without passing through all the inter-
mediate magnitudes according o the intermediate conditions.

¢ This Law may often be employed to correct inaccurate
deductions and reject distinctions which have no real foundation
in nature. For example, the Aristotelians made a distinction
between motions according to nature (as that of a body falling
vertically downwards) and motions contrary to nature (as that of
a body moving along a horizontal plane) : the former they held
became naturally quicker and quicker: the latter naturally
slower and slower. But to this it might be replied that a

L D )
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horizontal line may pass by gradual motion through various
inclined positions to a vertical position, and thus the retarded
motion may pass into the accelerated : and hence there must be
some inclined plane on which motion is naturally uniform :
which is false : and therefore the distinction of such kinds of
motion is unfounded.’

That is to say, there is no point whatever at which one kind
of motion passes into another.

Again, ¢ The evidence of the Law of Continuity resides in
the universality of those Ideas which enter into our apprehen-
sion of Laws of Nature. When of two Quantities one depends
upon the other, the Law of Continuity necessarily governs this
dependence. Every philosopher has the power of applying this
Law in proportion as he has the faculty of apprehending the
Idea which he employs, with the same clearness and steadiness
which belong to the fundamental Idea of Quantity, Space, and
Number. To those who possess this faculty the Law is a rule
of very wide and decisive application. Its use, as has appeared
in the above examples, is seen rather in the disproof of erroneous
views, and in the correction of false propositions, than in the
invention of new truths. It is a test of truth rather than an in-
strument of discovery’—which, we may observe, is the true
function of all Logic, both Aristotelian and Baconian—formal
and inductive.

The Law of Continuity is one of the most powerful weapons
of Inductive Logic, and is of very wide application in Physical
research. It has been applied with immense effect in settling
the fundamental conceptions of Mechanics, Electricity, Geology,
and indeed of every other science : its capability of being ap-
plied to settle the Fundamental Conceptions and Axioms of
Economics has never yet, that we are aware of, even been
suspected ! And yet we shall find that it is capable of abso-
lutely deciding and determining once and for ever the greater
part of the controversies in Economics.

The great Philosophers who created the Physical Sciences
instinctively obeyed the Laws of the Baconian or Inductive
Logic. In fact, this Logic must have been necessarily evolved
in the process of the formation of these sciences. Because in
all controversies it is necessarily assumed that there is some
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supreme power which is admitted to be capable of de;:iding
authoritatively all scientific controversies, which must be yielded
to by both parties, or else there js no prospect or possibility of
bringing the controversies to a final end. And that supreme
power is the Reason : the Divine AOT0Z, or Logic, as Cicera
says, the common property of God and Man.

The wonderful sagacity of Bacon was that he anticipated
this natural process, and first created that Science of Sciences
which rules over every particular science with supreme power.
All controversies in Economics, both as to Conceptions and
Axioms, must be brought to the tribunal of this supreme power,
and must be decided by exactly the same principles of Inductive
Logic as have already finally decided the controversies in
Physical Science: and then we shall have an example of a
gieat Moral Science, both Inductive and Deductive, framed
after the strictest model of a Physical Science on rigorous
Baconian principles.

D2
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CHAPTER III

ON THE MEANING OF THE WORD' WEALTH IN ANCIENT
TIMES

1. IT being then agreed that Economics is the Science which
treats of things so far as they are Wealth, we have next to
determine what that single General Quality is which constitutes
them Wealth. :

Now, Aristotle says— )

xpipara 8¢ Néyopev mdvra Sowv 7 dbia voplopart perpeirar

And we call Wrealth all things whose Value is measured in
Money.

Thus Aristotle makes Bxchangeability, or the capability of
being bought and sold, to be the sole essence and principle of
Wealth. Consequently everything whatever which can be
bought and sold is Wealth, whatever its nature may be.

Now, here we have a perfectly good General Conception,
which exactly satisfies the canon laid down in the preceding
chapter, as it contains only oze General Idea : and it is there-
fore fitted to form the basis of a great Science. It is a Concep-
tion as wide and general as the dynamical definition of Force.
This single sentence is in fact the germ out of which the whole
Science of Ecomomics is to be evolved, just as the huge oak
tree is developed out of the tiny acorn.

On the Number of distinct kinds of Quantities which can be
bought and sold

2. Having then determined that the single general Quality
which constitutes things Wealth is Exckangeability, or the
capability of being bought and soid, we have next to discover
and ascertain how many distinct Orders of Quantities there are
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which satisfy Aristotle’s definition: or which can be bought and
sold : or whose Value can be measured in Money.

In the first place, there are Material things of a multitude of
different kinds, such as lands, houses, cattle, corn, timber, money,
jewels, furniture, manufactures of all sorts, &c., which can
all be bought and sold : or whose value can be measured in
money : and which everyone now admits to be Wealth : and
therefore we need not dwell upon them any longer.

There are, however, other kinds of Quantities whose Value
can be measured in money which we have now to consider.

The Dialogue called the ¢ Eryxias’ to show that Labour is
Wealth

3. There is a very remarkable dialogue extant, which is the
earliest regular treatise that we are aware of, on an Economical
question. It is called the ¢ Eryxias,’ or ¢ On Wealth,’ and is fre-
quently bound up with the dialogues of Plato, and is attributed
to /Eschines Socraticus, one of the most distinguished disciples
of Socrates. Critics, however, unanimously pronounce it to
be spurious, without being able to attribute it to any definite
author. High authorities consider that it was probably written
about the early Peripatetic period.

This dialogue is to the following effect :—The Syracusans
had sent an embassy to the Athenians, and the Athenians had
sent a return embassy to the Syracusans. As the ambassadors
returned from Sicily they met Socrates and a party of his
friends, with whom they entered into conversation. Eryxias,
one of the envoys, said that he had seen the richest man in
Sicily. Socrates immediately asked Eryxias what he meant by
Wealth. Eryxias replied that he thought on the subject as
everyone else did : and that to be Wealthy meant to have much
Money. Socrates then asked him what kind of Money he
meant : and he described the Moneys of various countries ; of
Carthage, Laconia, Athiopia, which if anyone possessed at
either of these places he would be considered Wealthy : but
which were of no use, and were not Wealth, anywhere else. He
showed that houses were of no Value in Scythia because there
was no use and no Demand for them there : but the Scythians
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greatly preferred a good sheep-skin cloak. He showed that, if
anyone could live without meat and drink, he would not want
them, and they would not be Wealth to him. That everything,
in short, is Wealth where it is wanfed and Demanded : and
that it is zof Wealth where it is not wanted and demanded.
He showed that gold and silver are Wealth only so far as they
can obtain for us the things we want : and that if we can use
anything else to obtain for us what we want, as well as gold and
silver, such things are Wealth, for the very same reason that
gold and silver are Wealth.

He instanced professors and persons who gained their hvmg
by giving instruction in music, reading, and other sciences : and
then he said that these Sclences are Wealth—al ériommuac
xphpara odocar—ijust for the very same reason that gold and
silver are Wealth : and that those who are masters of such
sciences are so much the richer—mAovaiérepoi eiot.

When Socrates in this dialogue speaks of the sciences as
Wealth, that, of course, is a general term for Labour : for
Labour in Economics is any exertion of human abilities or
Thought which is wanted, Demanded, and paid for. Socrates
in this dialogue shows that the Mina has Wants and Desires
as well as the Body : and that the Things which are wanted
and demanded for the Mind, and are paid for, are equally
Wealth as those things which satisfy the wants of the Body and
are therefore Demanded and paid for.

Hence each of the great Sciences and Professions is a great
Estate, which produces utilities which are wanted, demanded,
and paid for, as much as any material products ; and are conse-
quently Wealth just as much as any material products, because
their Value is measured in Money, as precisely as that of any
material product.

Hence it is seen that a person gaining an income by the
exercise of any profession or any species of Labour is an
Economic Quantity analogous to the land. He produces a
series of products which are wanted, demanded, and paid for :
and hence the Value of these products is precisely measured in
Monsy. Consequently, though the products of the earth are
material, tangible, and visible, and the products of the Mind
are immaterial, invisible, and intangible, they are each of them
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_ Wealth by the generality of the definition, because they have
the common property of ¥xchangeability, which we have
already seen is the sole essence and principle of Wealth.

There is no such thing as Absolute Wealth

4. This dialogue also clearly enforces a doctrine which has
been too much overlooked by many writers in modern times ;
namely, that there is no such thing as Absolute Wealth, i.e.
which is wealth by its own nature. That whether a thing is
Wealth or not depends entirely upon human wants and desires ;
i.e. on Demand. Exchangeability being the sole essence of
Wealth, a thing is not Exchangeable when there is no Demand
for it : hence the same thing may be Wealth at some times and
in some places: and not at other times and in other places :
Socrates showed by the instances of the different moneys of
different countries. Nothing, therefore, is Absolute Wealth.
Anything whatever, whether it is a material product, or a
Labour or Service, is Wealth only where and when it is
demanded and paid for : it is not Wealth where and when there
is no want, desire, and Demand for it, and nobody will give
anything in exchange for it.

We have thus already found #z0 distinct orders or kinds of
Quantities, wkose Value can be measured in Money, and which
therefore by the fundamental Laws of Natural Philosophy must
be classed under the term Wealth.

Doctrine of Roman and Greek Law that Rights are Wealth

5. But there is yet another Order of Quantities which are
Bxchangeable : which can be bought and sold : or whose Value
can be measured in Money.

Suppose that a person has the Right to demand a sum of
money from another person at a certain date : he can sell that
Right of Action to anyone else for Money : and this Right of
Action can be sold and transferred any number of times, exactly
like a piece of money, until it is paid off and extinguished : and
then it ceases to exist.

So, if any person had 100,000/ in Bank of England notes :
or if he had a million of money, as it is usually called, in the
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Funds : or in shares of the London and Westminster Bank : or
in the London and North-Western Railway : he would be con-
sidered Wealthy. All these things can be bought and sold :
and their Value is measured in Money : therefore they satisfy
Aristotle’s definition of Wealth : and consequently they are a
form of Wealth. They are, however, of a distinct nature from
the other two orders of Economic Quantities. They are nere
abstract Rights : quite separate from any material things.

There are besides many other kinds of abstract Rights which
may be bought and sold, which we shall enumerate more fully in
a future chapter, as our only object at present is to describe a
class of Exchangeable Quantities,

Now it is laid down in the Pandects of Justinian, as a fun-
damental definition in Roman Law—

¢ Pecunise nomine non solum numerata Pecunia, sed omnes
res tam soli quam mobiles et tam corpora quam Jura con-
tinentur.’

¢ Under the term Wealth, not only ready money, but all
things, both immovable and movable, both corporeal things as
well as Rights, are included.

So Ulpian says :—* Nomina eorum qui sub conditione vel in
diem debent, et emere et vendere solemus. Ea enim Res est
qua emi et venire potest.’ '

¢ We are accustomed to buy and sell Debts, payable at a cer-
tain event, and on a certain day. For that is Wealth whick
can be bought and sold. :

So it is also said—‘ Zque Bonis adnumerabitur etiam si
quid est in Actionibus.’

¢ Also Rights of Actlon are included under the term Goods.’

Also—‘Ret appellatione et Causse et Fura continentur.’

¢ Under the term Property otk Rights of Action and Rights
are included.

Thus it is seen that a mere Right of Action, which is what is
called a Credit or a Debt, in Law, Commerce, and Economics,
as will be shown more fully in a future chapter, as well as other
Rights, are expressly included under the terms Pecunia, Res,
Bona, and also Merx in Roman Law,

6. For nearly 500 years after Constantine tremoved the seat
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of Government to Constantinople, the language of the Court
was Latin, but the people were Greek : consequently, though
Latin was the official language, it was unintelligible to the mass
of the people. The great Code of Roman Law, termed the
Pandects, was published in Latin in §30 A.D., but all the plead-
ings in the Courts were carried on in Greek. The Latin Pan-
dects very soon fell into desuetude : they were superseded by
Greek treatises, translations, and compilations. The Latin
Institutes of Justinian did not hold their ground in the curriculum
of legal education for more than ten years. They were super-
seded by the paraphrase of Theophilus, one of the Professors of
Law who were charged with the compilation of the Institutes,
and this paraphrase became the legal text-book throughout
the Eastern Empire.

At last, in the ninth and tenth centuries, under the Basilian
Dynasty, all the Pandects, Institutes, and legislation of Justinian
were set aside as obsolete. A new Code or Digest was pub-
lished in Greek, called the Basilica, which thenceforth became
the Law of the Eastern Empire, and has remained to the present
time as the Common Law of all the Greek population in the
East: and is the Common Law of the modern kingdom of
Greece.

And in the Basilica the Roman definition of Wealth is re-
tained— . .

‘76 dvopart Tév XpnpdTwv ob pdvov Ta xpipara, d\AG wdvra T
xwnTd Kkal daomTd, kal Td@ coparika kal 7¢ Alkaia Sphovrar.’

Under the term XprfipaTa or Wealth, Rights are included.

And also—‘rj roi Mpdymartog wpoonyopia kai AlTiai kai
Aflxara wepiéyerar

Under the term Mpdyprarta, Chattels, both Rights of Action
and Rights are included.

In Greek Law these Rights are also included under the
terms dyafa, wepiovaia, dpoppun.

Thus, by express enactment in Greek Law, the words ypfjua
and mpaypa include Rights of all descriptions : and these words
include all the three orders of Exchangeable Quantities, Mate-
rial Products, Labour, and Rights.

Hence it is seen that ancient writers unanimously held that
Exchangeability, or the capability of being bought and sold, is
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the sole essence and principle of Wealth: and consequently
that, whatever can be exchanged, or bought and sold, is Weaith,
whatever its nature may be. They also showed that there are
three distinct orders of Quantities which can be bought and
sold (1) Material things: (2) Labour or Services: (3) Rights of
various kinds.

And reflection will show that there is nothing which can be
bought and sold which is not of one of these three forms: either
it is a material product : or it is some kind of Labour or Service :
or it is an abstract Right. Hence there are three, and only
three, distinct orders of Exchangeable Quantities : and all Com-
merce in its widest extent, and in all its varieties, consists in the
exchanges of these three orders of Quantities.

And as these #47e¢ orders of Quantities can be combined
two and two in 8ix different ways, it follows that Commerce in
its widest extent consists of 8ix distinct kinds of Exchange.

And as we have found that the Quality of things which
constitutes them Wealth is Exchangeability, it necessarily fol-
lows that the Science of Wealth, or the Science of Beonomics,
is the Science of Exchanges or of Commerce in its widest
extent.

7. It is thus seen that ancient writers possessed the true
scientific instinct : they unanimously fixed upon a single general
Quality—namely Exchangeability, or the capability of being
bought and sold—as the sole essence and principle of Wealth.
They also searched out and classed all the distinct orders of
Quantities which possessed that Quality, and included them
under the terms Pecunia, Res, Bona, Merx, Xpipara, Npdypara,
“Ayafa, 'A¢oppy. They showed that there are three distinct
orders of Quantities which possess this Quality: and there are
no more : and these three orders of Quantities can be combined
two and two in Six different ways. Hence, if we were not
impeded by other considerations, we might at once proceed to
the exposition of the scientific principles and mechanism of
Commerce.
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The Science of Bconomics or Commerce is a Physical Science

8. Anyone with the slightest mathematical feeling can at
once perceive that we have here the materials of a great mathe-
matical science. We have a distinct order of Variable Quan-
tities: and it is perfectly clear that the same general principles
of reasoning must govern the relations of this order of Variable
Quantities as govern the relations of all other orders of Variable
Quantities. 'We have here a distinct body of phenomena, or
facts, a]l based upon a single general Quality susceptible of the
strictest mathematical treatment, which we shall designate as
the great Science of Analytical Bconomics.

9. Economics, then, or the Science of Commerce, is the
Science which treats of the Laws which govern the relations of
Exchangeable Quantities: and as it is acknowledged that it
must be constructed on the analogy of other Physical Sciences,
we can lay it down as a fundamental condition that there can
be only a single General Theory of the relations of Exchangeable
Qnuantities, whatever may be their form.

Assuming this to be the case; let A and B be any two
Quantities whatever, supposed perfectly general, then it is clear
that their exchangeable relations are contained in the following
limits—

«w A=0B
&c. =&ec.
2A =3B
A=B
$A=2B
&c. =&e.

0A = B.

That is where the exchangeable relation between A and B
gradually and continuously changes from where the greatest
possible quantity of A will exchange for the least possible
quantity of B to where the least possible quantity of A will
exchange for the greatest possible quantity of B.

Then we may affirm, by virtue of the Law of Continuity, and
the universal principles of Natural Philosophy—
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1. That if it can be indubitably proved that any particular
Law holds good at any one point in the range of Prices, that
same Law must necessarily hold good at an points throughout
the whole range of Prices.

2. That as the symbols A and B are perfectly general, if any
Law whatever can be proved to hold good in the variations of
the exchangeable relations of any two Quantities whatever,
that same Law must necessarily hold good in the exchangeable
relation of all Quantities whatever.

Thus by the Law of Continuity we are enabled to affirm :—

1. Tha! if any Law whatever can be proved to be true at
any one point in the range of Prices between any two Quantities
whatever, that same Law must necessarily be true at an points
in the range of Prices, and between all Quantities whatever.

2. That if any Law can be proved mot o be true with regard
o the relations of any two Quantities whatever, that Law can-
not be a General Law of Economics.

Thus we affirm by the principle of the Continuity of Science,
and arguing from the analogy of every other Physical Science,
that, however varied and complicated the phenomena of Value
may appear to be, there can by no possibility be more than one
grand general Theory of Value, whatever it may be.

No one who understands the principles of philosophical
reasoning which are universally allowed to be conclusive in
other sciences so earnestly insisted upon by Bacon, can fail to
see that these considerations are true. If it be possible to
obtain a general philosophical rule, it must be applicable to an
cases. [t is the very test of the truth of rival theories to
explain particular cases. There is no other way of testing their
truth: andaccordingly whentwoapparently plausibletheorieshave
been brought to the trial, and one of them has failed to'account
for phenomena, it has invariably been rejected. A true theory
therefore must account for all the phenomena of a science. It
must be true in all classes of cases, and to any extent. A single
case which can be shown to be absolutely irreconcileakle with a
theory is fatal to it. )

In many other sciences it has happened that theories have
appeared to account for.a considerable number of phenomena,
and have for a long time been accepted as true, but in course of
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time other classes of phenomena were observed, which were
wholly irreconcileable with the received theory. It consequently
became necessary to devise new theories capable of compre-
hending the new classes of facts. Of course it is manifestly
necessary that the new theory should absorb all the facts
accounted for by the old one, and explain them equally well.
When this has happened, and when it has been proved that the
new theory accounts for all the observed facts, both the old
and the new, the old theory has been invariably superseded,
and the new one adopted.

Precisely the same process of reasoning holds good in
Economics. Just as it is a universally acknowledged principle
in experimental science, that that Law only is the true omne
which explains @// the phenomena, it may be laid down as an
unquestionable truth in Economics—

That if two or more Forms of Exﬁresszon will explain or
account for any phenomena regarding Price, or the change of
Price, that Form of Expression only is to be adopted as the true
one, which explains all the phenomena, and not the particular
case only.

It will be found that these principles, which are simply the
universally recognised principles of Natural Philosophy, will be
of great service in deciding certain controversies which we shall
hereafter find to prevail in Economics,
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CHAPTER IV

ON THE RISE OF ECONOMICAL IDEAS IN MODERN TIMES

1. THE Science of Economics, like Medicine, has arisen out
of the calamities and the misery of men, caused by the violation
of true Economic principles ; and every advance in Economic
Theory has originated in some great practical evil.

Charlemagne, about the end of the eighth century, founded
that system of Coinage which was adopted in all the countries
of Western Europe. The coinage of the Romans having fallen
into great disorder, Charlemagne adopted the French pound as
the unit, and coined it into 240 denzers, or pennies, 12 of which
were called a solidus, or shilling, in account. For a consider-
" able period the French sovereigns endeavoured to maintain the
standard, but every petty count and proprietor claimed the right
of coining on his own account. Louis VI. seems to have been
the first to have issued a very debased coinage, and this was
done repeatedly afterwards : and the French kings claimed the
right of changing the rating of the coins as often as they
pleased : so that whenever they had debts to pay they cried the
coin up : when they had debts to receive they cried the coin
down.

Philip le Bel was especially notorious for these evil prac-
tices, and was singled out by Dante as a false coiner—

Li si vedra lo duol che sopra Senna
Induce, falseggiando la moneta,

There shall be seen the woe that he shall pour
. Along the Seine, by uttering coin debased.

And these bad practices spread throughout every country in
Europe, and were called morbus numericus. They became worse
than ever under the disastrous reign of John. Between 1351



CH. IV. The Balance of Trade 47

and 1360 the rating of the livre or pound was altered 71 times.
The State was in the lowest state of depression when Charles V.
succeeded to the crown. He reformed the entire administra-
tion, and one of his councillors, Nicolas Oresme, addressed to
him a Zreatise on the Coinage, which may be said justly to
stand at the head of modern Economical literature. This con-
tains a masterly account of the true functions of Money, and
condemns in the most energetic language all changes in the
weight and rating and the debasement of the coinage.

After his reign, however, these evil practices were resumed,
and continued to flourish in all countries in Europe : they were
carried to less extremes in England than in any other country.
An excellent treatise, drawn up by Copernicus in 1526, at the
request of Sigismund I., King of Poland, explaining the true
principles of money, has recently been discovered, and printed
in the new edition of his works. The doctrines of Oresme and
Copernicus have been repeated by numerous writers since, so
that it may be said that the Theory of the Coinage was the first
great branch of Economics which was firmly established in
modern times.

On the Mercantile System, o7 /¢ Balance of Trade

2. Up till the beginning of the sixteenth century there had
been many capricious and contradictory laws in all countries
regarding the importation and exportation of products, some-
times prohibiting their entrance, sometimes letting them go
free : but there had been no definite theory or fixed principles
suggested upon which legislation should be founded with a
determined object. About that period, however, certain ideas
began to prevail about public Wealth, and legislation was
framed to effect certain national objects by certain definite
means. Thus distinct systems were established which, after
undergoing several mutations and revolutions of opinion, have
finally terminated in the modern science of Economics. We
must now give a succinct sketch of these changes of opinion
and revolutions in national policy.

8. Sovereigns saw that their chief power consisted in the
treasure they could accumulate. It thus became a cardinal
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point in their policy to encourage the importation of money as
much as possible, and to prohibit its exportation. From about
the beginning of the fourteenth century the laws of nearly every
country in Europe endeavoured to prevent the export of money.
Statesmen and merchants were all infected with this delusion,
which was greatly fostered by the discovery of the New World.
The Spaniards, dazzled with the brilliant prospect of securing
the greatest part of the wealth of the world without labour,
imagined that the well-being of the country consisted in amass-
ing enormous heaps of gold and silver. But they wholly mistook
the means for the end : not discerning that the precious metals
are only precious so long as they are used for setting industry
in motion ; while they encourage the tilling of land, the mother
of increase ; or the building of ships to promote the commerce
of nations; or the plying the loom to produce clothing for
mankind.

It would be beyond the scope of this work to dwell upon
their well-known policy and its fatal results. While the precious
metals poured into the country in boundless profusion, which
the statesmen of that day thought would make them the rulers
of this world, it began immediately to decline. Its industry
was paralysed, and the most sanguinary penalties were unable
to prevent their much-coveted treasures flying from the country;
till at last it was reduced to the lowest depth of poverty, weak-
ness, dishonesty, and contempt. Next to Poland, Spain became
the weakest and poorest country in Europe. Scarcely ever has
the world seen a country blessed with so many resources by
nature so suddenly descend from so lofty an eminence to such
a pitch of degradation; and it was emphatically wicked and un-
just laws regarding religion, and erroneous ideas regarding the
value of gold and silver, that did it all. Spain fairly earned the
eminence she attained to by her industry and energy, and
nothing can be more instructive to show how a great state
may be ruined by evil legislation on such subjects, than a plain
and simple history of the terrible catastrophe of Spanish gran-
deur. The legislation of this country was for a considerable
period tainted with similar errors, though in a milder form, and
they produced consequences the same in kind, but less in
degree, owing to the innate energy and indomitable industry of
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the people, who at last discovered their mischief, and burst
their fetters.

The Doctrine of the Balance of Trade

4. The doctrine of the Balance of Trade exercised such
a powerful influence over legislation and national fortunes for
two centuries, and as its overthrow, together with the catastrophe
of Law’s system of Paper Money or the Mississippi scheme, as
well as the misery of France after the war of Louis XIV.,, were
the causes out of which the science of Political Economy, or
"Economics, originated in modern times, we must explain the
phrase. :

Gold and Silver,'being held to be the only Wealth, were
rigidly forbidden to be exported. But in course of time it
became evident to merchants that as the precious metals were
not produced in England, the only way they could be obtained
was by foreign trade. But commodities being estimated as
nothing, the doctrine gradually grew up that wkat one side
gained the other must -lose. And it became an accepted doctrine
by all writers and statesmen that that commerce only was ad-
vantageous which brought money into the country. And they
estimated the gain or the loss in this way. They said that ir
the exports of a country exceeded the imports in value, the
balance must be paid in money; and that if the imports
exceeded the exports in value, the balance must be paid in
money. The difference in value between the exports and the
imports was called the Balance of Trade, which it was assumed
must be paid in money ; and the trade of a country was consi-
dered favourable or adverse, according as the Balance was for
or against it. That is to say, the Profit was held to consist in
the excess of the Value of the exports above the value of the
imports ; and the Loss was held to consist in the excess of the
value ‘of the imports above the value of the exports.

To test the truth of this doctrine we will take the example of
the rudest species of trading, which will illustrate the point as
well as the most elaborate.

When our ships first traded to the South Sea Islands they
took with them axes, beads, and other trifles, which were of

L E
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very little value in this country, and bartered them for all sorts
of curiosities, shells, &c., which were very valuable in England.
A pair of fine shells from the South Seas in many cases is
worth ten guineas in England, which, perhaps, an English
sailor obtained in exchange for an axe, which cost 2s. 64. The
English sailor thought the natives very simple to give away so
many valuable curiosities for such common things. The natives
probably also thought the sailors very simple to give away such
valuable things as axes, beads, &c., for such common things as
shells. Each party, however, exchanged what was common and
cheap in his own country for what was scarce and valuable.
The axes were many times more valuable in Feejee than the
shells ; the shells were many times more valuable in London
than the axes. An English sailor gave away what cost him
2s. 6d., and gained in exchange what was worth ten guineas;
and the difference was his profit. Thus dos% parties gained by
the exchange. The shells were worth many axes in London ;
the axes were worth many shells in Feejee ; and this is the
genuine spirit of commerce. This simple transaction is the
type of all commerce. The value of the shells in London
arises from their scarcity, and the desire of the people in Lon-
don to possess them, and their willingness to give a high price
to gratify that desire. The value of the axe in Feejee arises
from the scarcity of axes there, and the desire of the Feejeeans
to possess them. The coloured beads were just as valuable to
the Feejeeans as diamonds to Europeans. The commerce of
all nations is exactly similar in principle to that between the
sailors and the savages. It all consists in exchanging what is
<heap and common in twe countries for what is scarce and
dear ; and of course both parties must gain by the very nature
-of the transaction.

But according to the doctrine of the Balance of Trade, Eng-
dand having exported goods to the value of 2s. 64., and having

_imported goods to the value of ten guineas, still owed the
" Balance which required to be paid in gold !

The supporters of the Mercantile system quite overlooked
the fact that in general the imports .are the payment for the ex-
ports ; and therefore the Profit consisted in the excess of the
‘value of the imports above the valueof the exports ; and further-
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more, that as the value of the exports was taken at the time
they left the country, and many expenses had to be incurred in
conveying them to the foreign country, and many expenses had
to be incurred in bringing the imports into the country, beside
all the merchant’s profit, unless the value of the imports consider-
ably exceeded the value of the exports, trade would be a dead
loss.

1t is perfectly clear, therefore, that it was the exact reverse
" of the doctrine of the Balance of Trade which was true.

For more than two hundred years this extraordinary delu-
sion kept possession of the minds of nations; and commerce
between them was reduced to a general scramble to obtain pos-
session of the greatest possible quantity of the gold and silver
in circulation. Every effort was made by war and legislation
to obtain money, and nothing but money. As this system is
now absolutely exploded, it would occupy too much space to de-
scribe fully its fatal effects. The first eight chapters of Smith’s
work is an elaborate refutation of it, and we must refer those
who care to inquire further to that work. J. B. Say says that
in the space of 200 years, during which statesmen were blinded
by this strong delusion, fifty were spent in commercial wars
arising directly out of this stupendous folly.

It is true that during this period a few sagacious men per-
ceived the gross fallacy of the whole system, but they were soli-
tary lights shining in darkness, and the darkness apprehended
them not. Their isolated efforts were ynheeded and forgotten,
and it was not until a powerful sect arose in France that any
permanent effect was produced upon the opinions of mankind.
And that honour is unquestionably due to Quesnay and his
followers. These men first proclaimed the doctrine that every
nation is interested in the prosperity of its neighbours, and not
in their destruction, with a power and an authority which has
gone on increasing from that day to this ; and having been de-
veloped by a long series of illustrious writers, has produced an
entire revolution in the opinions of mankind, and in the policy
of the most enlightened nations.

E2
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CHAPTER V

ON THE RISE OF THE FIRST SCHOOL OF ECONOMISTS,
CALLED THE PHYSIOCRATES, IN FRANCE

1. AT length, in the fulness of time, the sublime conception
of Bacon was realised, and a new order of sciences came into
existence—the sciences of society.

Everyone has heard of the glories of the reign of Louis XIV. :
but few probably have any idea of the terrible reaction and the
incredible disasters and misery of the end of his reign. To
give anything like an adequate picture of the state of France at
this period would far exceed our limits, and we must refer any
readers who care to inform themselves of the matter to the
accounts of contemporary writers, and also to M. Taine’s ¢ His-
tory of the Ancient Régime.’ It wasin the midst of this un-
paralleled misery that Boisguillebert, the morning star of modern
Economic science, arose ; and of course he was persecuted and
insulted, as everyone is who speaks the truth. Soon after the
death of Louis XIV. John Law came to Paris. Law is too often
spoken of as a mere charlatan and an impostor; but that is a
very mistaken and unjust judgment. He was a man of con-
summate financial skill, and he published a series of fifteen
letters, addressed to the Regent Orleans, on Credit and Bank-
ing, which are perfectly sound. Law’s ideas and writings are
divisible into two parts: the first, his doctrines on Credit and
Banking : and, secondly, his doctrines on Paper Money. These
two are- quite separate and distinct, and must not be con-
founded. His doctrines on Credit and Banking are perfectly
sound : but, thinking that the resources of Credit were too
limited, he endeavoured to devise a system of Paper Money
beyond the limits of Credit : and it was this system of Paper
Money which produced the terrible catastrophe which is usually



CH. V. Frangois Quesnay 53

associated with his name. But it has multitudes of believers at
the present day : and the constitution of the Bank of England
is partly founded on Law’s principle.

In 1704 Law had presented his scheme of founding a Paper
Money on the security of land to the Parliament of Scotland,
which wisely rejected it. Being obliged to leave Scotland on
account of a duel, he tried to induce Desmarest, the Minister
of Finance of Louis XIV.,to try his scheme ; but he, too, wisely
declined, and Law was sent out of the kingdom. He returned
to Paris after the death of Louis XIV., and by the favour of the
Regent Orleans established a Bank in 1716, very similar in
its constitution to the Bank of England, which was attended
with marvellous results ; and immensely tended to restore the
prosperity of the country. After three years of great prosperity,
Law, with the sanction of the Regent, in 1719 determined to
carry out his scheme of Paper Money : this terminated in the
Mississippi disaster which is so well known. Speculating on
this disaster, and on Law’s Theory of Paper Money, Turgot, when
a young man of twenty-two, began to meditate on the Theory of
Credit, which led him afterwards into wider speculations. He
formed a friendship with M. de Gournay, a merchant, who was
an ardent free trader, but who died prematurely in 1750. He
also became intimate with Quesnay, the physician to Louis XV.,
and associating with themselves a number of friends, they
founded the sect of the Beonomists.

2. Prancois Quesnay, the acknowledged chief of the sect,
and the great father of the science, was born June 4, 1694, the
son of an advocate, who owned a small property at Mercey,
about ten leagues from Paris. Although a man of liberal and
enlightened mind, he strangely neglected the education of his
son, who was brought up and worked on his father’s farm, and
was not even taught to read. But his innate love of learning
not only led him to learn to read, but to study Latin and Greek.
Ambitious of a higher career than that of a peasant proprietor,
he adopted surgery as a profession, and settled at Mantes, the
country town of his native province. A series of fortunate
accidents brought him into connection with a number of persons
of high rank, who persuaded him to remove to Paris. He
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published there a number of professional works of great merit,
and was ultimately appointed physician to Louis XV. The king
held him in the highest esteem, and ennobled him, giving him
as his arms three pansies—flenrs de pensée in French—with
the motto, propter cogitationem mentis, and used to call him
‘Le Penseur’ He assigned him apartments in the palace at
Versailles, in which the meetings of his friends were held, who
were known by the name of the Economists ; and Quesnay’s
works were printed at the press of the Palace. We can scarcely
consider Louis XV, as a model monarch, but it must always be
placed to his credit that the science of Political Economy was
cradled under his auspices. Quesnay died in December 1774
of an attack of gout, having survived by three months the
appointment of his most illustrious friend and disciple, Turgot,
as Prime Minister of France : and having just witnessed the
firstfruits of the triumph of his doctrine by the establishment
of the complete freedom of the corn trade in France, both in-
ternal and external.

This sect of philosophers, reflecting on the intolerable misery
they saw around them, struck out the idea that there must be
some great natural science, some principles of eternal truth
founded in nature itself, with regard to the social relations of
mankind, the violations of which were the causes of that
hideous misery they saw in their native land. The name they
gave this science was Natural Right: and their object was to
discover and lay down an abstract science of the natural rights
of men in all their social relations. And this science compre-
hended their relations towards Government, towards each
other, and towards Property. The term Politique might in a
certain way have expressed this science, but that word has been
so exclusively appropriated to the art of government that they
adopted the name of Politieal Bconomy for it, and hence they
were called the Economists. One of their number proposed
the name of Physiocratie, or the government of the nature of
things : and hence they were often called the Physiocrates.
But that word, having been used to designate portions of their
doctrine which are now shown to be erroneous, has fallen into
disuse, and the term Political Economy, or Economical Philo-
sophy, or Economics, has survived, .
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Many previous writers had advocated free trade as a good
thing : but the Economists were the first to proclaim that there
is a great natural science of Economics : and as soon as that is
admitted, it follows that it must be constructed on the same
principles, and by the same methods, that all other sciences
are. ‘

Now, whatever truth there may be in the doctrine that there
are certain natural laws in the relations of men towards each
other and towards Government, it is evident that the ground
covered by the Economists, or Physiocrates, comprehended not
one science only, but a whole multitude of sciences: and in
this work we must pass over all the political and social parts of
their philosophy, and confine ourselves solely to their doctrines
of Property. .

The department of the huge aggregate of sciences named
Political Economy which related to Property they termed the
¢ Production, Distribution, and Consumption of Wealth :’ we
shall shortly explain what they meant by this expression, which
has been quite misunderstood by recent writers.

Outline of the Physiocrate Doclrine

3. We may now give a short outline of the Physiocrate
doctrine of Natural Order.

The Creator has placed man upon the earth with the evident
intention that the race should prosper, and there are certain
physical and moral laws which conduce in the highest degreeto
ensure his preservation, increase, well-being, and improvement.
The correlation between these physical and moral laws is so
close that if either be misunderstood, through ignorance or
passion, the others are also. Physical nature, or matter, bears
to mankind very much the relation which the body does to the
soul. Hence the perpetual and necessary relation of physical
and moral good and evil on each other.

Natural justice is the conformity of human laws and actions
to natural order, and this collection of physical and moral laws
existed before any positive institutions among men. And while
their observance produces the highest degree of prosperity and .
well-being among men, the non-observance or transgression of
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them is the cause of the extensive physical evils which afflict
mankind.

If such a natural law exists, our intelligence is capable of
understanding it ; for, if not, it would be useless, and the saga-
city of the Creator would be at fault. As, therefore, these laws
are instituted by the Supreme Being, all men and all States
ought to be governed by them. They are immutable and irre-
fragable, and the best possible laws : therefore necessarily the
basis of the most perfect government, and the fundamental rulé
of all positive laws, which are only for the purpose of upholding
natural order, evidently the most advantageous for the human
race.

The evident object of tke Creator being the preservation,
the increase, the well-being, and the improvement of the race,
man necessarily received from his origin not only intelligence,
but instincts conformable to that end. Everyone feels himself
endowed with the triple instincts of well-being, sociability, and
justice. He understands that the isolation of the brute is not
suitable to his double nature, and that his physical and moral
wants urge him to live in the society of his equals in a state of
peace, good-will, and concord.

He also recognises that other men, having the same wants
as himself, cannot have less rights than himself, and therefore
he is bound to respect this right, so that other men may observe
a similar obligation towards him.

These ideas—the product of reason, the necessity of work,
the necessity of society, and the necessity of justice—imply
three others—liberty, property, and authority, which are the
three essential terms of all social order.

How could man understand the necessity of labour to obey
the irresistible instinct of his preservation and well-being, with-
out conceiving at the same time that the instrument of labour,
the physical and intellectual qualities with which he is endowed
by nature, belongs to him exclusively, without perceiving that
he is master and the absolute proprietor of his person, that he
is born and should remain free?

But the idea of liberty cannot spring up in the mind without
associating with it that of property, in the absence of which the
first would only represent an illusory right, without an object.
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The freedom the individual has of acquiring useful things by
labour supposes necessarily that of preserving them, of enjoying
them, and of disposing of them without reserve, and also of
bequeathing them to his family, who prolong his existence
indefinitely. Thus liberty conceived in this manner becomes
property, which may be conceived in two aspects as it regards
moveable goods on the earth, which is the source from which
labour ought to draw them.

At first property was principally moveable; but when the
cultivation of the earth was necessary for the preservation, in-
crease, and improvement of the race, individual appropriation of
the soil became necessary, because no other system is so proper
to draw from the earth all the mass of utilities it can produce ;
and, secondly, because the collective constitution of property
would have produced many inconveniences as to the sharing of
the fruits, which would not arise from the division of the land,
by which the rights of each are fixed in a clear and definite
manner. Property in land, therefore, is the necessary and

- legitimate consequence of personal and moveable property.
Every man has, then, centred in him by the laws of Providence,
certain rights and duties ; the right of enjoying himself to the
utmost of his capacity, and the duty of respecting similar rights
in others. The perfect respect and protection of reciprocal
rights and duties conduces to production in the highest degree,
and the obtaining the greatest amount of physical enjoyments.

The Physiocrates, then, placed absolute freedom, or pro-
perty—as the fundamental right of man—freedom of Person,
freedom of Opinion, and freedom of Contract, or Exchange ; and
the violation of these as contrary to the law of Providence, and
therefore the cause of all evil to man. Quesnay’s first publica-
tion, ¢ Le Droit Naturel,’ contains an inquiry into these natural
rights ; and he afterwards, in another called ¢ General Maxims
of the Economical Government of an Agricultural Kingdom,
endeavoured to lay down in a series of thirty maxims, or funda-
mental general principles, the whole bases of the economy of
society. The 23rd of these declares that a nation suffers no
loss by trading with foreigners. The 24th declares the fallacy
of the doctrine of the balance of trade. The 25th says— Let.
entire freedom of commerce be maintained ; for the regulation
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of commerce, both internal and external, the most sure, the
most true, the most profitable to the nation and to the state,
exists in entire freedom of competition.” In these three maxims
was contained the entire overthrow of the existing system of
Political Economy, which Quesnay and his followers developed ;
and notwithstanding certain errors and shortcomings, they are
unquestionably entitled to be considered as the founders of the
science of Political Economy.

On the Meaning of the Expression the ¢ Production, Distribu=
tion, a7 Consumption of Wealth’

4. The student must carefully observe that the expression
the ¢ Production, Distribution, and Consumption of Wealth ’
is one and indivisible, and that its terms must not be separated.
To understand its meaning clearly we must explain each sepa-
rate word.

The Physiocrate Meaning of Wrealth. Distinction between
Value in Use and Value in Exchange

The Physiocrates held that man can only preserve himself
on the earth by obtaining from it those useful and agreeable
objects which preserve him from pain and death. These useful
and agreeable products were called Biens, goods, and are all
composed of natural products. So long as persons or tribes
live in a state of isolation,and themselves consume the products
they produce, these products are called simply miens.

A man living by himself would live on his produce, and
would estimate various things only by their use to him. He
would regulate the extent of his culture by his consumption, and
he would not work to produce anything useless to himself.

But when men came to live in society they would find that
they hag numerous wants which they could not satisfy by means
of their own products directly. And as this is the case with all
men, they would find it advantageous to exchange some of their
own products, which were in excess of their own wants, for the
products of others which they require. When these zexs, or
products, then, are exckanged, and then only, they become
Richesses, or Wealth. The Physiocrates unanimously held
that the Quality of Wealth sprang out of an Bxchange.
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The Physiocrates restricted the term Richesse, or Wealth,
exclusively to the products of the earth which are brought into
Commerce and Exchanged. Thus they held the principle of
Wealth to reside exclusively in ®Bxchangeability. They then
laid it down as a fundamental principle that all Wealth comes
from the earth.

The earth only gives products which have the physical
qualities necessary to satisfy our wants. But in society they
acquire a new quality which springs from the communication of
fnen with each other : this is Exchange, which attributes Value
to them. This Value is a Quality only relative and accidental,
not absolute and inherent in them. It is therefore only Com-
merce which causes Value: and Value is the relation which
exists between two products which are exchanged.

Thus Quesnay says— We must distinguish between goeds
(mtens) which have Walue in use and not Walue in exchange,
and Richesse, Wealth, which has both Value in use and Value
in exchange. For instance, the savages in Louisiana enjoy
many Biens, goods, such as wood, game, the fruits of the earth,
&c., which are not Richesses, Wealth, because they have no
Value in exchange. But since some kinds of Commerce have
been established between them and the French, the English,
and the Spaniards, part of these Biens have acquired a Value in
Exchange, and are become Richesses, Wealth.’

So Baudeau says—* Useful and agreeable objects proper for
our enjoyment are called Biens, goods, because they conduce
to the preservation, the propagation, and the well-being of men
on the earth.

‘But sometimes these Biess, goods, are not Richesses,
Wealth, because they cannot be exchanged for other goods, or
be used to procure other enjoyments. The products of nature,
or the works of art, the most necessary or the most agreeable,
cease to be Richesse, Wealth, when you lose the power of
exchanging them and of procuring other enjoyments by means
of this Exchange. One hundred thousand feet of the mest
beautiful oak in the world would not be Richesses, Wealth, to
you in the interior of North America, where you could not
devest yourself of its possession by means of an Exchange.

¢ The title Richesse, Wealth, therefore, supposes two things :
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first, useful qualities, which render them Biens, goods ; secondly,
the possibility of exchanging them, which enables these Biens
to procure you others, which constitutes them Richesses,
Wealth.’

So also Le Trosne says—‘Man is surrounded by wants
which are renewed every day. . . . Whatever they are, it is
only from the earth that he can draw the means of supplying
them. This physical truth, that the earth is the source of all
Biens, is so self-evident that no one can doubt it. . . . Butitis
not sufficient to estimate products by their useful Qualities : we
must consider the property they have of being exchanged against
each other. . . . Products acquire, therefore, in a state of
society, a new Quality, which springs from the communication
of men with each other. This Quality is Walue, which makes
the products become WWealth, Richesses ; and so there is
nothing superfluous, because the excess becomes the means to
obtain what one wants.

¢ Value consists in the Relation of Exchange which exists
between such and such products. . . . In a word, the Quality
of Richesse, Wealth, supposes not only a useful property, but
also the possibility of Exchange : because Value is nothing but
the Relation of Exchange. The earth, in truth, only gives pro-
ducts which have the physical qualities to satisfy our wants : it
is Exehange which gives them Walue : a Quality relative and
accidental. But as it is the products themselves which are the
sole matter of exchange, it follows that we can say with truth
that the earth produces not only all Biens, but all Wealth,
Richesses.’

Thus the Physiocrate definition of Wealth was perfectly
clear and intelligible : it was the products of the earth which
are brought into Commerce, or which are Exchanged. It was
the fundamental dogma that the Earth is the only source of
Wealth, because, as they repeated a multitude of times, Man
can create Nothing, and Nothing can come out of Nothing.

Thus the Physiocrates clearly and emphatically drew the
distinction between Walue in use and Value in exchange:
and it was to the latter only that they restricted the term
Wealth.
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This distinction is obvious, and it is essential to be observed :
although it is frequently overloeked at the present day. It is to
confound the distinction between Utility and Price.

Thus we speak of a scientific discovery as being of great
value : Z.e. of great scientific utility : but that has nothing to do
with its selling price : a picture may be of excellent merit, and
give the greatest pleasure to lovers of art : but so long as it is
confined to its owner it does not enter into Economics. The
only Value which Economics has to do with is its selling Price
in the market. So of many other things to which the word
Valuable is often applied in common parlance, such as a horse
or a book, &c. Economics has nothing to do with their Merit
or their Utility, but only with their market Price.

Meaning of the ¢ Production, Distribution, a7d Consumption
of Wealth’

8. Wealth, Richesse, being thus defined and restricted to
the material products of the earth which are brought into Com-
merce and Exchanged, we have next to explain the meaning of
the ¢ Production, Distribution, and Consumption ’ of Wealth,

By Production the Physiocrates meant obtaining the raw
produce of all sorts, agricultural, mining, hunting, fishing, &c.,
from the earth, and éringing it into Commerce.

But this rude produce was scarcely ever in a fit state to be
used by men. It has to be fashioned and manufactured in a
multitude of ways, and to be transported from place to place,
and perhaps sold and resold more than once, before it is ulti-
mately used

All these intermediate operations of manufacture and trans-
port from the original producer to the ultimate buyer, the
Physiocrates termed Trafiic or Distribution.

All the products obtained from the earth are destined for
human use. But as the science only deals with those which
were brought into Commerce, those which were used by the pro-
ducers themselves were excluded from it. The final purchaser
who bought the completed product for his own use and enjoy-
ment was called the Acheteur-Consommateur, the Buyer-
Consumer, because he Consummated or Completed the whole
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operation. And by this purchase the whole transaction was
Consommé, consummated or completed.

Hence the word Consommation meant Purchase or Demand.
The Consumer is the Purchaser, the Customer.

The complete passage of the Product from the original
Producer through all the intermediate stages and operations to
the Consumer, the Physiocrates designated Commerce or an
EBxchange.

Thus to take a simple example. The farmer grows the corn
and brings it into the market—he is the Producer.

He sells it to the miller, who grinds it into flour and sells it
to the baker : the baker bakes it into bread and sells it to his
customer—the miller and baker are Distributors.

The customer who takes the bread out of the market for use’
and enjoyment is the Consumer, Consommateur, because he
completes the whole transaction.

The complete passage of the corn from the farmer till it is
sold as bread to the Consumer, the Physiocrates called Com-
merce Or an Exchange.

But as a matter of fact it was a series of three exchanges.
The sale of the corn from the farmer to the miller was one
exchange : the sale of the flour to the baker is a second ex-
change : and the sale of the bread to the customer is a third
exchange.

Hence the student must carefully observe that the expression
the * Production, Distribution, and Consumption of Wealth ’
is one and indivisible, and that its component terms must not
be separated ; and that its true meaning is the Commerce or
Exchange of the Material Products of the earth, and those
only.

But as every Consumer, or Purchaser, must have some pro-
duct to give in exchange for the one he purchased, he was also
a Producer in his turn. Hence in an Exchange things are con-
sumed on each side.

An exchange has only two essential terms, a Producer and
a Consumer ; as they may exchange their products directly
without any intermediate operations. Hence Production and
Consumption constitute Exchange.
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But Consumption was also frequently termed Distribution.
Hence the expression Production and Distribution had exactly
the same meaning of Exchange.

Hence the expression ¢ Production, Distribution, and Con-
sumption of Wealth ;' ¢ Production and Consumption of Wealth,’
and ¢ Production and Distribution of Wealth,’ all meant exactly
the same thing, namely, the Commerce or Exchange of the
Material Products of the earth,and those only.

The Physiocrate Doctrine of Money

6. One of the great services of the Physiocrates was to
restore the true doctrine of the nature and use of Money.

The mercantile system held that Money is the only species
of Wealth: the evident absurdity of this was so great that it
naturally led to a reaction; and as usual in such cases the re-
action went to the opposite extreme. It was held that Money
is not Wealth at all, but only the Sign or Kepresentative of
Wealth.

This naturally led to the doctrine that as Money is only the
means of obtaining other things, it is quite indifferent what it is
made of, and that it is only the command of the sovereign which
gives it value.

Turgot and the Physiocrates showed that Money is neither
all Wealth nor is it not Wealth, but that it is simply a species
of merchandise like any other, which is used for a particular
purpose.

The Physiocrates only admitted an Exchange to be a trans-
action in which each party obtained a satisfaction, or something
which he desired for use ; that is when the desire of each party
was Consummated.

Such an Exchange is termed Barter. Butin the intercourse
of society such Exchanges are comparatively rare. Persons
want usually to obtain things from others, while those others
want nothing from them. To obviate the inconveniences which
would take place if no one could get what he wanted unless he
had something at the same time to offer the other party which he
wanted, people hit upon the plan of adopting some particular
kind of merchandise which should be universally exchangeable.
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The buyer therefore gave the seller of the product an equivalent
quantity of this universally exchangeable merchandise, so that
he could get any satisfaction he pleased from some one else.
This merchandise is called Money. And the exchange of a
product for Money is called a sate. The person, however, who
has received the money has not got a Satisfaction: hisdesire is
not Consummated, or completed. In order to obtain a satise
faction he must exchange away the Money for some product
which he desires. Hence the Physiocrates called a Sale a demi-
exchange, )

Le Trosne says : ‘Ily a cette différence entre I’échange et la
vente, que dans l'échange tout est consommé pour chacune des
parties ; elles ont la chose qu’elles voudraient se procurer, et ils
n'ont plus qua jouir. Dans la vente au contraire, il n'y a que
Pacheteur qui ait rempli son objet, parce qu’il n’y a que lui qui
soit A portée de jouir. Mais tout n’est pas Zerminé pour le
vendeur.’ .

And again: ¢ L’échange arrive directement au but, qui est la
consommation : il n’a que deux termes, et se termine par un
seul contrat. Mais un contrat ol largent intervient n’est pas
consommé, puisqu’il faut que le vendeur devienne acheteur ou
par lui-méme, ou par linterposition de celui auquel il trans-
portera son argent. Ily a donc, pour aboutir A la consomma-
tion, qui est l'objet ultérieur, au moins quatre termes et trois
contractants, dont 'un intervient deux fois.’

In fact, although Money is an Equivalent merchandise to
the product it is exchanged for, its real use and purpose is to be
a Right or Title, to obtain anything else which its possessor
requires, Hence its true nature is that of a Bill of Exchange on
the general community.

Thus Baudeau says : ¢ This coined Money in circulation is
nothing, as I have said elsewhere, but Bffective Titles on the
general mass of useful and agreeable enjoyments, which cause
the well-being and propagation of the human race. '

¢It is a kind of =il of EMxchange or Order, payable at the
will of the bearer.

¢ Instead of taking his share in kind of all matters of sub-
sistence, and all raw produce annually growing, the sovereign
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demands it in Money, the Bffective Title, the Order, the Bin
of Bxchange.’ :

Hence the Physiocrates saw clearly that Money is only the
highest form of Credit, a truth which we have shown further on
that all Jurists and Economists have seen.

Any merchandise might have been chosen for this purpose ;
but there are many reasons why gold and silver are superior to
all others for this special purpose. But this kind of exchange
differs in no way from any other; and the Money given in
exchange is the Bquivalent of the merchandise. Thus, though
everyone agrees to take Money in exchange for products, it is
not the 8ign or the Representative of products, but their
Equivalent. Hence, though Money has uses of its own, yet its
value, or exchangeable power, depends on exactly the same laws
as the value of any merchandise. Money, therefore, like every
other exchangeable product, is Wealth itself, but only a very
small part of the general Wealth.

Such being the only use of Money, more of it than is
absolutely required is a great loss to a country, because it can
only be purchased with an equivalent amount of products ; and
their value is withdrawn from being employed in productive
operations. Amny country which has plenty of products can at
any time purchase any amount of Money it may require. The
Physiocrates, therefore, strongly urged the entire abolition of all
restrictions on the free export of Money, and also the entire
abolition of Usury Laws.

Doctrine of the Physiocrates that in an Exchange neither side
gains

7. It has been seen that the necessary consequence of the
doctrine that Money only is Wealth, is that in an exchange
what one side gains the other loses; which doctrine was the
origin of many commercial wars.

The Physiocrates held that in an Exchange neither side
gains, Because they alleged that it is always an Exchange of
equal value for equal value. From this doctrine, which they
maintained with unflinching pertinacity, they drew the most
extraordinary consequences, as we shall see immediately.

I F
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The Physiocrate Doctrine of Productive Labour, and of
Sterile 07 Unproductive Labour

8. By Productive Labour the Physiocrates meant Labour
which left a Profit after defraying its Cost.

They maintained that Agricultural Labour of all sorts, that
is the Labour employed in obtaining all sorts of raw produce
from the earth, is the only species of Productive Labour ; or the
only one which leaves a surplus Profit after defraying its
Cost.

The surplus of the raw produce of the earth after it had
defrayed all the Cost of its Production the Physiocrates termed
the Produit Wet; and they alleged that it is the sole augmenta-
tion of National Wealth, and that out of it all Taxation should
come; as we shall show in a future chapter.

They maintained that all other Labour expended on the raw
produce of the earth, either in fashioning it, or manufacturing it,
or in transporting it from place to place, is Sterile and Unpro-
duoctive, and adds nothing to the Wealth of the Nation. And
they maintained that neither the Labour of artisans nor the
operations of Commerce in any way enrich the country.

They alleged that the Labour of artisans is Sterile or Unpro-
ductive, because though their Labour adds to the Value of the
product, yet during the process of manufacture, the labourer
consumes his subsistence, and the value added to the product
only represents the value of the subsistence destroyed during
the labour. Hence, though in this case there is an augmenta-
tion of Value, there is no augmentation of Wealth.

Again, they maintained that Commerce cannot enrich a
country because it is always an exchange of equal value for equal
value. Over and over again the Physiocrates alleged that
Commerce being only an exchange of equal Value, neither
side can gain or lose. They held that the only use of commerce
is to vary and multiply the means of enjoyment; but that it
does not add to national Wealth ; or if it does, it is only by
giving a value to the products of the earth which might other-
wise fail in finding a market. They contended also that, as all
exchanges are merely equal value for equal value, the same
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principles also apply to sales, and that the gains which traders
make are no increase of Wezlth to the nation.

The Physiocrates maintained these doctrines through long
and repeated arguments ; and they came to be known as their
distinctive doctrines. How men of the ability of the Physio-
crates could maintain that a country cannot be enriched, either
by the Labour of artisans or by Commerce, with the examples of
Tyre, Carthage, Venice, Holland, Florence, England, and innu-
merable other places before them, is incomprehensible. With
such patent glaring fac?s before them, it is surprising that they
were not led to suspect the truth of their reasonings. It is one
of those aberrations of the human intellect that we can only
wonder at and not explain.

With such views they held that the internal commerce of a
country canduces nothing to its Wealth, and foreign commerce
very little. They called foreign commerce only a pis-aller.
One truth, however, they perceived. They saw that Money is
the most unprofitable merchandise of any to import, and that
merchants never import money when they can import products.
Therefore they called the import of money in foreign commerce
only the pis-aller of a pis-aller.

The Physiocrates excluded Labour and Credit from the T itle
of Wealth

9. The Physiocrates restricted the term Wealth to the ma-
terial products of the earth, which are brought into commerce
and exchange. They expressly excluded Labour and Credit
from the title of Wealth, because they alleged that to admit
Labour and Credit to be Wealth would be to admit that Wealth
can be created out of Nothing. And they repeated a multitude
of times that Man can create Nothing, and that Nothing can
come from Nothing. .

Le Trosne endeavours to point out why Labour or Personal
Services are not Wealth ; because he says that they are only
relative to the person ; they are not transmissible, nor in-
heritable, nor transferable ; they do not result in a product
which can be transferred, and whose value -can be determined
by competition ; whereas products have a value in themselves;
and acquire one by industry, which may be resold.

F2



68 Elements of Economics BK. L

Le Trosne also alleges that Credit is not Wealth. He dis-
tinguishes between Money which has Intrinsic Value, and Bills
which have only value from the presumed Solvency of the
Debtor. He maintains that Credit is not Wealth, but only
a Title to be paid in Wealth.

Defects of the Physiocrate Doctyine

10. We have given a sufficient outline of the Physiocrate
Doctrine ; we must now point out in what it was defective.

In the first place it was deficient in Generalisation. It
placed the principle of Wealth exclusively in Exchangeability ;
but confined that to the material products of the earth, which
satisfied the wants of the body. But man has mental wants
as well as bodily ones. He does not live by bread alone.
His mind has necessities and enjoyments as well as the body ;
and there are persons who produce things useful and agreeable
for the mind as well as the body. These are equally exchange-
able and valuable as material products, and therefore should
be equally included in the term Wealth, as we have seen was
done by the author of the E7yx7as in ancient times.

The Physiocrates only admitting material products to be
Wealth, alleged that all exchanges are of products against pro-
ducts. But this is a most evident error. The producer of a
material product does not always require a material product in
exchange. He may want instruction or enjoyment ; or a service
like education, or that of a lawyer or physician. Hence a ma-
terial product is often exchanged against a mere service.

. Moreover Quesnay observed that valuable paper supplied
the place of money, and that there is a commerce in it just like
money itself.

When Le Trosne says that Money has Intrinsic Value, he
contradicts himself on the very nature of Value ; he himself
says that Value is purely relative and not inherent. . Money has
no Value unless other persons will give something in exchange
for it. Hence Money has value for the very same reason that a
Bill of Exchange has ; but while there is only one person who
is bound to give something in exchange for it, multitudes of
persons will give things in exchange for money ; hence Money
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has General Value, a Bill has only Particular Value. It is
a difference in degree, but not in kind.

Le Trosne was an advotate ; he must have studied Roman
Law ; he must have known that Rights are expressly included
under the titles Pecunia, Res, Bona, and Merx in Roman
Law.

In fact, the Physiocrates fell into the same error regarding
Credit as they delivered the world from regarding Money. They
clearly saw that Money is not a 8ign, or a Representative, but
an Equivalent.

They repeatedly termed Money a Bill of Exchange, an
Order ; hence if Money is a Bill of Exchange, a Bill of Exchange
is a species of Money. Credit bears exactly the same relation
to Money that Money does to products. Credit is a Title to be
paid in Money, and Money is a Title to be paid in products.
And as Money is not the S8ign or Representative, but the
Bquivalent of products, so neither is Credit the 8ign nor the
Representative, but the Equivalent of Money, or of products.
In fact, Credit is a mass of independent exchangeable property,
just as Money is, and it is the subject of the most gigantic com-
merce of modern times.

‘We have already seen how the instinctive scientific spirit of
the ancients made Exchangeability the sole essence and prin-
ciple of Wealth, and included both Labour and Credit in the
term.

11. The amazing doctrine of the Physiocrates that neither
the Labour of artisans nor the operations of Commerce enrich a
nation ; as also that in an Exchange neither side gains, but
that it is always an exchange of equal Values, roused a reaction
against them ; and two writers arose simultaneously who had
precisely the same object, namely, to prove that both the
Labour of artisans and the operations of Commerce are Pro-
duotive, and also that in an Exchange dof% sides gain.

These two writers were Adam Smith and Condillac, who
both published a work in the same year, 1776, with the same
objects: and they are each the parent of a school of Eco-
nomists.

Adam Smith adopted the term Production and Distribution
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of Wealth, though he expressly explains that by this he means
the principles of Commerce.

A large body of Economists have adopted the expression
¢ Production, Distribution, and Consumption of Wealth,’ or some
variation of it, as the definition of Political Economy. This
group of writers is usually termed the Second School ¢of Eco-
nomists. .

Condillac, who published his work in the same year as Adam
Smith, began at once by defining Economic Science to be the
Science of Commerce or Exchanges. The most recent and
advanced Economists in the world have seen, for the reasons
explained in the following chapters, that though Commerce or
Exchange, and the Production, Distribution, and Consumption
of Wealth were originally identical and equivalent expressions,
yet that the former is far more clear and intelligible. Hence
they adopt the Science of Exchanges or of Commerce, as the
Definition of Political Economy, or Economics, as the Science
is now,generally termed. This group of writers is termed the
Third School 9/ Bconomists.

The Physiocrates Founded a New Order of Sciences

12. The Physiocrates have the immortal glory of having
established absolute freedom of Commerce in every particular,
on a great ioral basis, as the fundamental right of mankind,
proved to be true equally by reason and experience ; and they
only missed the glory of seeing it finally established as national
policy by the French Revolution. In 1774 Turgot, the most
illustrious friend of Quesnay, was appointed Prime Minister of
France, and had the satisfaction of abolishing all restrictions on
the internal commerce and export of corn, and thus was
enabled to gladden the heart of his dying master by seeing the
first fruits of his philosophy. And although this great man was
driven from power by the selfish aristocracy, whom he would
probably have saved from the catastrophe which was impending
over them, Free Trade doctrine had made such progress that in
1786 Mr. Pitt concluded a treaty with France by which all im-
pediments to the free intercourse between the nation and all
their possessions were abolished, and only subject to the pay-
ment of moderate duties.



CH. V. New Order of Sciences 71

But the deluge of the French Revolution swept away this
beneficent work and replunged the nations into Economic dark-
ness, from which England only began to emerge in 1822 ; and
the glory of finally assuring the triumph of Commercial liberty
in England accrued to the disciples of the Second School of
Economists.

13. It is sometimes urged that the Physiocrates made the
science of Political Economy too dogmatic or & priori. But
this censure must be taken with a qualification. If we knew all
the true principles of things, then all science would be d priorz.
As Bacon long ago pointed out, the very perfection of science is
to attain the @ priori state : and the more true principles are
discovered, the nearer it approaches the @ priori state. The
Physiocrates, contemplating the position of man on the earth,
and the evident intention of the Creator, arrived snductively, or
by observation, at the principle that Freedom of Person, Free-
dom of Opinion, and Freedom of Commerce or Exchange, are
the fundamental rights of mankind, most conducive to human
happiness, increase, and improvement ; and that all v101atlons
of them are injurious to the human race.

Adopting, then, these fundamental principles, they found a
state of society existing altogether violating these rights, and
therefore afflicted with innumerable evils. And has not history
amply vindicated their doctrines? What have brought the
greatest evils on man? Slavery, Religious Persecution, and
Commercial restrictions. What have been the causes of the
greatest number of wars during the last 1800 years? History
answers, Religion and Commerce. If the doctrines proclaimed
by the Physiocrates had always been held to be true, as they
now are by all enlightened persons, nine-tenths of the wars
which have desolated the earth during the last eighteen cen-
turies would never have occurred.

14&. Thegreat speculators of the Middle Ages held the mate-
rial world in low esteem, as unworthy of the attention of philo-
sophers. But it is the glory of the Baconian Philosophy to have
extended the dominion of mind over matter, and brought into
subjection and turned to profit the forces of nature. The philo-
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sophers who proclaimed that Law is of Divine institution, and
that there is a system of Law which is innately right, anterior
to all human law, confined their ideas to moral rights. But it
is the glory of the Quesnayan, or Economical, Philosophy to have
shown that there is a great moral relation existing not only
among men, but connecting man with the material world, most
intimately connected with the well-being of the human race,
which is capable of being discovered and established by human
reason as well as any of the other sciences which are rightly
considered as the triumphs of the human intellect. Thus Bacon
extended the dominion of mind over matter, and Quesnay ascer-
tained the rights of man relating to matter.

15. The Philosophy of the Economists differs from all others
in taking the individual man as the basis of society. Almost
all other systems hold the individual as subordinate to society :
and it is certain that individual property is not that which
originally prevailed throughout the world. But, instead of sacri-
ficing man to society, the Economists declared that society only
exists for the purpose of preserving and defending the rights of
individuals. ¢ Governments,’ says Turgot, ¢ are apt to immolate
the well-being of individuals to the pretended right of society.
They forget that society is only made for individuals, and that
it is only instituted to protect the right of all in insuring the
performance of mutual duties.’

How much in advance of their age the Physiocrates were
can only be appreciated by those who will take the pains to
acquire a knowledge of the state of society and of opinion when
they lived. It is manifestly quite impossible to give any ade-
quate picture of these in the limits of this work. They founded
a new order of sciences; and few are aware of how much their
ideas permeate modern society. They were the leaders in that
great change, or movement as it has been called, of society
from Status to Contract: and their principles are constantly
gaining influence throughout the world. Therefore, although
certain portions of their doctrines are erroneous, and have been
set aside by subsequent Economists, they are entitled to im-
perishable glory in the history of mankind.
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CHAPTER VI

REACTION AGAINST THE PHYSIOCRATES; RISE OF THE
SECOND SCHOOL OF ECONOMISTS

1. THE extraordinary doctrines of the Physiocrates that
neither commercial nor manufacturing industry enriches a nation,
so contrary to the plainest facts of history, but which they
maintained with incomprehensible obstinacy, naturally pro-
duced a reaction against them. Moreover, their assertion that
in an exchange neither side gains was seen to be fallacious.
The first to declare against them were the Italian Economists.
But in so very general an outline as this, we have no space to
give an account of them, as they never formed a distinct school.
There was a cluster of writers, such as Verri, Beccaria,Genovesi,
Delfico, and many others, who ardently advocated Freedom of
Trade. But they never formed a school, as the English and
French Economists did ; and no Italian work was ever adopted
as a national text-book, like Adam Smith, Ricardo, and Mill
were in England, or J. B. Say was in France.

In the same year, 1776, appeared simultaneously the two
works which lead the two modern schools of Economists, Adam
Smith’s Wealth of Nations, and Condillac’s Le Commerce et le
Gouvernement. These works, though apparently different in
name, are similar in conception. They both begin by taking
the Theory of Value, or of free commerce, as the natural order
of things, and then afterwards consider the effects of interference
by Government. They were the friends and associates of the
Physiocrates, and emanated from their school ; but they both
revolted against the doctrine that manufacturing and commer-
cial industry do not enrich a nation. Moreover, they both
maintained that in an exchange both sides gain. Smith’s work
attained immediate popularity ; but Condillac’s was forgotten
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amid the crash of the French Revolution. Smith speaks of the
Production and Distribution of Wealth ; Condillac at once says
that Economics is the Science of Commerce. The fundamental
conception of Smith and Condillac was the same, but as Smith
was the parent of the earlier school, we shall follow his line
first.

2, Adam Smith, who first published a work on Political Eco-
nomy which greatly influenced public opinion in this country, was
born at Kirkaldy, Fifeshire, in Scotland, on June s, 1723, a posthu-
mous son of the Comptroller of Customs there. He was sent to
the University of Glasgow in 1737, where he gained an exhibition
on the Snell foundation to Balliol College, Oxford. He resided
in that university for seven years. In 1751 he was appointed
Professor of Logic, and in the following year Professor of Moral
Philosophy in the University of Glasgow. It is said that in his
lectures he advocated the doctrines of Free Trade, which were
then adopted by the most enlightened men in France, Italy, and
Spain. But no account of these lectures, not even one line of
them, has been preserved, so that we have no means of com-
paring his views then with those he published in 1776.

In 1759 he published his professorial lectures on the Zkeory
of the Moral Sentiments, a work which gained a rapid reputa-
tion, and attracted the attention of the guardians of the young
Duke of Buccleuch to him. In 1760 he accepted the appoint-
ment of tutor to the Duke, and in March 1764 he set out with
him for the Continent. Passing through Paris, he resided for
about eighteen months at Toulouse. It is impossible to say
whether Smith had any knowledge of the doctrines of the Physi-
ocrates while he was at Glasgow ; but he must have been
naturally interested in them while he resided in France. At
Christmas, 1765, Smith and his charge went to Paris, where
they stayed about a year. While there he formed an intimacy
with the sect of the Economists, and held Quesnay, their chief,
in such esteem, that he intended to have dedicated the Wealth
of Nations to him, only he died before it was published.

At the end of 1766 Smith returned to Scotland, and settled at
Kirkaldy, and remained there ten years, during which he was
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occupied with the composition of the Wealtk of Nations, which
was published in 1776.

This work is divided into five books, the first two of which
give what might be called the positive part of the Science as
understood by him. The third book is on the different progress
of opulence in different nations; the fourth book is a formal
refutation of the Mercantile system and the doctrines of his
friends the Physiocrates ; and the fifth is on the revenues of the
State.

At present we must confine our attention to his conception
of the positive science. The first book is on what he calls
Production and Distribution ; but, in reality, it is the Theory of
Value, or of Commerce ; and the word Wealth is the basis of
the whole science ; we must, therefore, investigate what Smith
means by Wealth.

On Smith's Definition 9f Wealth

8. It is somewhat strange that, though Smith entitled his
work ¢ An Inquiry into the Nature and Causes of the Wealth of
Nations, he nowhere tells us what he means by Wealth.
Whately has well observed that Smith’s title supplies only a
name for the subject matter, and not for the science itself.

We must now endeavour to collect what Smith meant by
‘Wealth.” We must remember that by Wealth the Physiocrates
meant the Material Products of the earth which are brought
into Commerce and exchanged, and those only. They expressly
excluded Labour and Rights from the term Wealth ; thus they
made Xabour, Materiality, and Exchangeability as neces-
sary to Wealth.

Smith does not anywhere expressly define Wealth ; but at
the end of the Introduction he speaks of ¢the real wealth of the
country, the annual produce of the land and labour of the
society’ ; and, from the number of times he repeats this phrase,
we may assume that to be very much his idea of it, especially
as it was an expression which was in common use by the
Economists of several other countries.

Now, upon examining this expression, it is very evident that
it is ambiguous. It is not clear whether it means the annual
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produce of land alone, and the annual produce of labour alone,
or the annual produce of land and labour combined. It is pro-
bable that he meant the latter.

Whichever way the expression is interpreted, it is manifest
that it is far too wide ; because, if it be laid down absolutely
that “ the annual produce of land and labour, either separately
or combined, is Wealth, then every useless product of the earth
is Wealth, as well as the most useful —the tares as well as the
wheat. Ifadiver fetches a pearl oyster from the deep sea, the shell
is as much the ¢ produce of land and labour’ as the pearl itself.
So if a nugget of gold or a diamond is obtained from a mine,
the rubbish it is found in and brought up with is as much the
¢ produce of land and labour’ as the gold or the diamond ; and
innumerable other instances of this sort may be cited.

So also every useless work done would be Wealth. Thus if
a number of labourers were to raise a mound in Salisbury Plain,
or build a palace in the middle of the Sahara, that would be
Wealth ; so if a number of dirty children were diligently occu-
pied in making mud-pies, they would be augmenting the wealth
of the country.

Moreover, this definition is far too narrow. The land itself,
on which a city is built, is wealth ; the owners of it obtain a
great revenue by simply allowing other people to build houses
onit. The land on which London is built is worth thousands
of millions of money. And the land itself is certainly not
¢ the annual produce of land and labour,’ either separately or
combined. : .

Smith classes Buman Abilitles 07 Labour zs Wealth

4. Moreover, Smith enumerates under the title of Fixed
Capital, ¢ the acquired and useful Abtlities of all the inhabi-
tants or members of the society. The acquisition of such
talents by the maintenance of the acquirer during his education,
study, or apprenticeship, always costs a real expense, which is a
capital fixed and realised as it were in his person. These
Talents, as they make a part of his Fortune, so do they like-
wise of that of the society to which he belongs.’ So also he
says—* The Property which every man has in his own Zabour,

\
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as it is the original foundation of all other property, so it is the
most sacred and inviolate. The Patrimony of the poor man
lies in the strength and dexterity of his hands.’ These passages
entirely coincide with the argument of the E7yxias quoted in a
preceding chapter. Thus it is seen that Smith expressly classes
Human Abilities, or Labour, as Wealth. Now Human Abilities
are certainly not the ‘produce of land,’ nor are they the ¢pro-
duce of land and labour’ combined. It may be said that acquired
abilities are the produce of labour, but certainly natural abilities
are not the produce of labour. Nor is Labour ¢ the annual pro-
duce of land and labour.’

Thus Smith has already broken away from the Physiocrate
restriction of wealth to the material products of the earth;
because they expressly excluded Labour from the title of
Wealth. And now we see the inconvenience of the Physiocrate
nomenclature. Labour is an exchangeable commodity. It has
value : it may be bought and sold ; and therefore its value is
measured in money. But how are we to speak of the Production,
Distribution, and Consumption of Labour ?

Thus Smith in these and many other passages expressly
acknowledges the Second order of Economic Quantities, namely
Labour, to be Wealth. And he has a chapter discussing Wages,
or the Price of Labour.

Smith admits Rights [0 be Wealth

s. Hence the definition of the Science of Political Economy
as the ¢ Production, Distribution, and Consumption of Wealth,’
has received a very awkward wrench by introducing Labour as
Wealth. But still worse remains behind. For under the term
Circulating Capital, Smith expressly includes Bank Notes, Bills
of Exchange, and other Securities, which are merely Rights of
action recorded on paper. Butsthese Rights of action are
Credit : hence Smith expressly includes Credit under Capital.

He says—* A particular banker lends among his customers
his own Promissory Notes, to the extent we shall propose of a
hundred thousand pounds : as these Notes serve all the pur-
- poses of money, his debtors pay him the same interest as if he
had lent them so much money. This interest is the source of
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his gain. Though he has in general in circulation, therefore,
notes to the extent of a hundred thousand pounds, twenty
thousand pounds in gold and silver may frequently be a sufficient
provision for answering occasional demands. By this operation,
therefore, twenty thousand pounds in gold and silver perform
all the functions which a hundred thousand would otherwise
have performed. The same exchanges may be made, the same
quantity of consumable goods may be circulated and distributed
to their proper consumers by means of his promissory notes to
the value of a hundred thousand pounds, as by an equal value
of gold and silver money.

Again—* Let us suppose, for example, that the whole circu-
lating money of some particular country amounted at a particular
time to one million sterling ; that sum being then sufficient for
circulating the whole annual produce of their land and labour.
Let us suppose, too, that some time thereafter different banks
and bankers issued promissory notes payable to bearer to the
extent of one million, reserving in their different coffers two
hundred thousand pounds for answering occasional demands.
There would remain, therefore, in circulation eight hundred
thousand in gold and silver, and a million of bank notes, or
eighteen hundred thousand pounds of paper and money
together.

Again—¢ A paper money consisting in bank notes issued by
people of undoubted credit, payable on demand, without any
condition, and in fact always readily paid as soon as presented,
is in every respect equal in value to gold and silver money,
since gold and silver money can at any time be had for it.
Whatever is either bought or sold for such paper must neces-
sarily be bought or sold as cheap as it could have been for gold
and silver.’

These extracts are quite sufficient to prove the point we are
enforcing, that Smith admits ¢one class of Rights to be Circu-
lating Capital or Wealth. He puts a million of notes on exactly
the same footing as an equal amount of gold and silver. He
admits that bankers, by issuing a million of notes, augment the
mass of exchangeable property t8 that amount. Now what are
these Notes? They are simply so many circulating Debts.
They are the species of property called Credis: and thus
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we see that Smith expressly classes Credit under the term
Capital.

This class of Rights, however, is only one of a gigantic mass
of various kinds of Rights, which since Smith’s time have in-
creased in a vastly greater ratio than material property.

- Now these Rights of action, or Credits or Debts, as well as
the gigantic mass of other kinds of Rights which are bought and
sold, are certainly not the ¢ annual produce of land and labour.’

Thus we see that Smith classes both Labour and Rights
under the title of Wealth, which the Physiocrates expressly ex-
cluded from that term; and thus he completely overthrew
the Physiocrate dogma that the earth is the sole source of
wealth.

Hence we see that Smith’s definition of Wealth as the
annual ‘ produce of land and labour ’—assuming that we have
interpreted him correctly—entirely fails. It is at once far too
wide and far too narrow. It includes a mass of things which
can by no means be called Wealth, and it excludes by far the
greater portion of what Smith himself classes as Wealth.

6. Such a definition of Wealth is also open to another
manifest objection, which is patent from his own work. For if
it be laid down absolutely that the ¢annual produce of land and
labour ’ is Wealth, it clearly follows that, if anything be produced
by land and labour, it must be Wealth in all times and in all
places ; that what is once Wealth must always be Wealth.
But universal experience shows that such a doctrine is utterly
erroneous : and it was one of the points expressly enforced by
Socrates in the E7yxias, that anything is Wealth only where it
is Demanded and Wanted, that is, when it is xp7jopov.

And after laboriously inculcating through several hundred
pages that Labour and Land are the essentials of Wealth,
Smith admits this. He says—* A guinea [which may be ad-
mitted to be the produce of land and labour] may be considered
as a Bi1l (Z.e. a Right) for a certain quantity of necessaries and
conveniences upon all the tradesmen in the neighbourhood.
The revenue of the person to whom it is paid does not so
properly consist in the piece of gold as in what he can get for
it, or in what he can exchange it for. If é¢ could be exchanged
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Jor nothing it would, like a Bill upon a bankrupt, be of no
more Value than the most useless piece of paper.

Thus, after all, Smith comes back to @xchangeability as the
real essence of Value.

The incongruity of Smith’s conception of the very word which
is the basis of the whole Science is thus apparent. He first
says in a multitude of places that the ‘annual produce of Land
and labour’ is absolute Wealth, and then some hundreds of
pages afterwards he says that, unless it is Bxchangeable, it is
not Wealth at all !

So far, however, he makes Labour and Materiality as neces-
sary to Wealth, and in this he is still under the bondage of
the Physiocrates ; but afterwards he classes human abilities as
Wealth in which there is certainly no Materiality ; nor does it
seem accurate to class Labour itself as the produce of Labour;
and after that again he classes Rights of Action, or Credit, as
Wealth, in which there is neither Labour nor Materiality.

It is manifest that these two fundamental conceptions
of Wealth, as the ‘annual produce of land and labour’ and
¢‘exchangeability,” do not coincide ; for there are many things
which are the ‘produce of land and labour’ which are not ex=
changeable, or which are exchangeable only in some places and
not in others, and at some times and not at others ; and thkere
are stupendous masses of Exchangeable Property—nay, in this
commercial country enormously the greater portion—which is
in no way whatever the ¢ produce of land and labour.’

The utter incongruity of ideas in the beginning of Smith’s
work with those in the latter half has often been observed.
Ricardo has adopted the former half of the work, and Whately
the latter. Ricardo adopts Labour as the essence of Wealth
and Value, and Whately adopts Exchangeability. Mill’s work
is the development of Ricardo’s views, whilst this work is the
development of Whately’s. In accordance with the unanimous
doctrine of antiquity, Exchangeability is adopted as the sole
essence and principle of Wealth ; and it is shown that there are
three orders of Exchangeable Quantities exactly as the ancients
said, and Smith has admitted.
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On 7. B. Say’s Definition of Wealth

7. The next most popular work in order of time is J. B.
Say’s Cours d’Economie Politigue, which holds very much
the same position in France as Smith’s Wealth of Nations,
does in England. As this work is not very generally read in
England, we shall not criticise it at any length, but merely give
some of his ideas on Wealth.

Say says :—* The exclusive possession which in the midst of
society clearly distinguishes the property of one person from the
property of another in common usage is that to which the title
of Wealth is given. The blessings of nature, which everyone
enjoys in common, are not included in the inventory of a man;
but there are included in it that portion of social riches which
belong to him individually, which he has acquired by his own
labours, or which he holds by gift. or inheritance. Under this
title are included not only things which are directly capable of
satisfying the wants of man, either natural or social, but the
things which can only satisfy them indirectly, such as money,
Instruments of Credit (Zétres de créance).’

Itis to be remarked with respect to this definition that it
wholly omits the quality of Exchangeability which the Phy-
siocrates made the essence of Wealth, and fails to draw the
distinction between commodities which are used for the enjoy-
ment of the owner which the Physiocrates termed Bfiens, and
those which are brought into commerce and exchanged, which
alone they termed Richesses.

Say also dwells with great care on Intellectual Wealth,
which, indeed, he has often been supposed to have been the
first to introduce into Economics. This, however, we have seen
is an error, as Smith expressly included Human Abilities and
Labour as Wealth, though in so cursory a way as almost to
have escaped notice. But Say enforces it many times. ‘He
who hasacquired a talent at the price of an annual sacrifice
enjoys an accumulated Capital, and this Wealth, though imma-
terial, is nevertheless so little fictitious that he daily exchanges
the exercise of his art for gold and silver’” In the epitome at
the end of his 7rait¢é he defines an immaterial product to be
a utility which is not fixed in any material substance, such as

L G
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the services of a physician, a lawyer, a civil and military func-
tionary, and, indeed, we may say Labour of any sort which
expires in the use.

This doctrine he subsequently repeats in several places.
Thus, he says, ‘sinceit has been proved that immaterial pro-
perty such as talents and acquired personal abilities form an
integral part of social Wealth.

So again—¢ You see that utility, under whatever form it
presents itself, is the source of the Value of Things ; and what
may surprise you is that the utility can be created, can have
Value, and become the subject of an exchange without being
incorporated in any material object. A manufacturer of glass
places Value in sand; a manufacturer of cloth places it in
wool ; but a physician sells us a utility without being incorpo-
rated in any matter. This utility is truly the fruit of his
studies, his labours, and his capital. We buy it in buying his
opinion. Itis a real product, but immaterial’ . . . ¢‘The
science, the talent of a physician, a surgeon, a professor, are
they not acquired «capital yielding a revenue? The oral in-
structions they have received are yet not attached te any material
product.’ '

In bis synoptical table of what constitutes the productive
funds of a nation he expressly enumerates intellectual and in-
dustrial faculties, and he treats immaterial products and services
as vendible commodities in all respects on the same footing as
material products.

Thus Say expressly ‘includes Labour as Wealth, and we
have seen that he also includes Rights or Zitves de créance.

F. S. Mill on the Detinttion of Wealth

8. We now come to a writer from whom strict logical con-
sistency might have been expected. 'We shall quote a few ex-
tracts from Mill’s Logic to show how he appreciates the neces-
-sity of a clear understanding of the meaning of fundamental
conceptions. He says—¢Hince reasoning or inference, the
principal subject of Logic, is an eperatien which usually takes
place by means of words,sand in complicated cases can take
place in no other way ; those whe have net a thorough insight
_into the signification and purpeses of words will be under
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chances amounting almost to certainty of reasoning or inferring
incorrectly. And logicians have generally felt that, unless in
the very first stage they removed the fertile source of error,
unless they taught their pupil to put away the glasses which
distort the object, and to use those which are adapted to his
purpose in such a manner as to assist, not perplex, his vision,
he would not be in a condition to practise the remaining part
of their discipline with any prospect of advantage. Therefore
it is that an inquiry into language, so far as it is needful to guard
against the errors to which it gives rise, has at all times been
deemed a necessary preliminary to the study of logic.’

¢ But there is another reason of a still more fundamental
nature why the import of words should be the earliest subject of
a logician’s consideration, because without it he cannot examine
into the import of propositions.’

So again—* But to penetrate to the more hidden agreement
on which these obvious and superficial agreements depend is
often one of the most difficult of scientific problems. As it is
among the most difficult, so it seldom fails to be among the
most important. And, since upon the result of this inquiry
respecting the causes of the properties of a class of things there
incidentally depends the question—what shall be the meaning
of a word? Some of the most profound and most valuable
investigations which philosophy presents to us have been in-
troduced by, and have offered themselves under the guise of
inquiries into the definition of a name.’

Out of numerous other passages to the same purpose we
may cite one more—*‘ And the student of logic in the discussion
even of such truths as we have cited above, acquires habits of
circumspect interpretation of words, and of exactly measuring
the length and breadth of his assertions, which are among the
most indispensable conditions of any considerable mental attain-
ment, and which it is one of the primary objects of logical
discipline to cultivate.’

Now, from a writer on logic, like Mill, we should naturally
expect the strictest logical consi:tency in the use of fundamental
conceptions, especially in such a one as the word Weaith, the
basis of the whole science. We are, therefore, somewhat sur-

G2
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prised to read in his first page, ¢ Everyone has a notion suffi-
ciently correct for common purposes of what is meant by
wealth! We are certainly somewhat astonished to hear this.
Nor does our surprise diminish when we read in the same page
¢ It is po part of the design of this treatise to aim at metaphysical
nicety of definition where the ideas suggested by a term are
already as determinate as practical purposes require.” We shall
now see whether Mill himself has any consistent notions on the
meaning of the word Wealth.

A little further on we have this expression, ¢ Everything
Jorms therefore a part of Wealth whick has Power of Pur-
chasing.’ Now here we have a perfectly clear and definite
conception of Wealth, exactly agreeing with that of Aristotle
and all ancient writers. And this definition manifestly includes
all the three orders of Exchangeable Quantities, Material pro-
ducts, Labour, and Rights. Also if Wealth be anytking which
has purchasing power, the Production of Wealth must be simply
the Production of anything which has purchasing power. In
this passage Mill makes Exchangeability, and that only, the
essence of Wealth. Now, having got this definition, which is
perfectly correct, we might have expected -that all controversies
were at an end ; and as the essence of Wealth is Exchange-
ability, the Science of Wealth can be nothing else than the
Science of Exchanges.

Reading, however, a little further on, we come to this pas-
sage— The Production of Wealth : the extraction of the instru-
ments of human subsistence and enjoyment from the materials of
the globe) In this passage Mill has completely changed his
fundamental conception of Wealth. Here he makes Wealth to
be merely the instrument of human enjoyment and subsistence,
and all to be extracted from the materials of the globe ; and the
Quality of Exchangeability has totally disappeared. These two
passages are in complete contradiction to each other ; and we
are once more plunged into Physiocracy, from which we had
hoped to have been delivered.

A little further on we find still more confusion. In his
chapter on Unproductive Labour, Mill is recalled to the meaning
of Wealth. He says that Productive Labour is Labour Pro-
ductive of Wealth ; and, having omitted to settle the meaning
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of the word Wealth clearly at the outset, he is now compelled
to examine its meaning.

He says that utilities produced by Labour are of three
kinds—1st, utilities embodied in outward objects ; 2nd, utilities
embodied in human beings ; 3rd, utilities not embodied in any
object, but consisting in a mere service rendered, a pleasure
given, an inconvenience or a pain averted—z.e. all Labour or
services. He then says that utilities of the third class, which
consist only in services which only exist while being performed,
cannot be spoken of as Wealth, except by an acknowledged
metaphor. /¢ is essential to the idea of Wealth to be susceptible
of accumulation.

This doctrine is clearly contradictory to his fundamental
definition. Labour has purchasing power; it is bought and
sold for money, and therefore it is Wealth by his own definition.
But Mill bas now introduced a new limitation into his concep-
tion of Wealth, namely, susceptibility of accumulation ; and he
denies that Labour is Wealth because it perishes in the use.

In the same page we are thrown into more perplexity. He
says : ‘I should prefer, were I constracting a new technical
language, to make the distinction turn on the Permanence rather
than upon the Materiality of the product” This doctrine is a
violation of one of the tundamental principles of Natural Philo-
sophy—the Law of Continuity. Things are of all degrees of
Permanence, from the land which lasts for ever to things with a
constantly diminishing degree of permanence—such as houses,
watches, clothes, food, &c.—down to labour, which has the
least degree of permanence, or which perishes in the using ; all
of these things can also be exchanged various numbers of times,
down to labour, which can only be exchanged once. Now at
what degree of permanence, and at what number of exchanges,
are we to draw the line between Wealth and Not-Wealth? Mill
gives~us not the least clue. Now the Law of Continuity says,
¢ That which is true up to the Limit is true at the Limit” Now
the lowest Limit of Exchange is one, and the lowest Degree of
Permanence is that which perishes in the act of exchange.
These are what Bacon calls instances of Ultimity, or Limit.
Labour is only capable of one exchange, and it only exists
during the act of performance. But it possesses the Quality of
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Exchangeability, or the capability of being bought and sold ;
and, therefore, by the fundamental law of Natural Philosophy,
it is necessarily included under the title of Wealth. The ques-
tion involved is no slight one, nor a piece of mere logomachy ;
it is simply whether Labour is to be considered as an Economic
Quantity, and subject to the general Laws of Value.

On the very same page he says, ¢ I shall, therefore, in this
treatise, when speaking of Wealth, understand by it only what
is called Maverial Wealth,’ But on the very same page he
says, ‘ The skill and energy and perseverance of the artisans of
a country are reckoned part of its Wealth, no less than their
tools and machimery” And why are not also the skill, energy,
and perseverance of the lawyers, doctors, engineers, and all
other professienal men equally part of the Wealth of a country?
Also he says, ¢acquired capacities which exist only as a means,
and have been called into existence by labour, fall rightly, as it
seems to me, within that desigmatien.’ Se far we have seen
Mill’s doctrine with respect te: Labour.

9. We must now still further examine his doctrines. We
have seen that he says that Wealth is anythinmg which has
Purchasing Power. He says, ¢ Credit, though it is not produc-
tive power. is Purchasing Power.” . . . .  The Credit which we
are now called upon to consider as a distinct Purchasing Power.

Again : ‘The amount of Purchasing Power which a person
can exercise is composed of all the money in his possession, or
due to him (i.e. Bank Notes and Bills of Exchange) and of all
his creatt.’ . . . . ¢ Credit, in short, has exactly the same Pur-
chasing Power with money’; and numerous other passages to
the same effect.

Now if Mill says that Wealth is anyfking that has Pur-
chasing Power.

And if Mill says that Credit is Purchasing Power, then
Credit is Wealth,

That is a syllogism from which there is no escape.

. Again, Mill expressly designates Bank Notes and Bills of
Exchange as Credit.

And he expressly calls Bank Notes by the name of Produc-

tive Capital, .
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Therefore Credit is Productive Capital.

That is a syllogism from which there is no escape.

But how is Credit extracted from the materials of the
globe ?

When Mill says that everyone has a sufficiently clear idea
of what Wealth is for practical purposes, we ask—has he any
clear idea himself what Wealth is ?

These utter self-contradictions on the very term which is
the basis of the science, found in the work of a logician who
so carefully inculcates the necessity of elearness and accuracy
in obtaining fundamental conceptions, ecan only fill a student
with amazement.

Can such: things be,.

And overcome us like a summer's cloud
Without our special wonder 2

We shall say no more here of Mill’s special self-contradic-
tions on the subject of Credit, because the matter is of so great
importance that it requires a separate discussion.

Defect of the Second Schoal of Economists

10. We have now shown that the whole of the seeond school
of Economists recognise and admit the existence of the three
orders of Economic Quantities. The first school only admitting
the material products of the earth to be Wealth, only considered
that class of Quantities. The second school, admitting Labour
to be an exchangeable cpminodity, have bestowed great atten-
tion to the subject of Wages as the price of Labour : and it is
on this subject that they have chiefly extended the science.

The great defect of the second school of Economists is with
respect to the third order of Economic Quantities, namely,
Rights. Smith, Say, and Mill all include Bank Notes, Bills of
Exchange, &c., under the title of Circulating Capital. But
Bank Notes, Bills of Exchange, &c., are merely circulating
Rights of action, and are what are called Credit or Debts. Thus
the whole of the second school expressly include Credit under
the title of Capital. .

But while they all admit these Rights of action to be Circu-
lating Capital, they never made the slightest attempt to under-
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stand or to explain the mechanism of the great commerce in
Debts. The most colossal separate Property in this country,
next after the Land, consists exclusively in these abstract
Rights of action, or Debts : and by far the most colossal branch
of commerce consists in buying and selling Debts: and the
exchangeable relations of Debts are governed by the same
general Law of Value as the exchangeable relations of material
chattels.
' Moreover, Bank Notes, Bills of Exchange, &c., which are
merely abstract Rights, are only the type and one variety of a
gigantic mass of Rights of diverse sorts, which receive different
names according to the sources from which they spring. Thus
the Funds; Shares in Commercial Companies : the Goodwill
of a business : the Practice of a professional man : Copyrights :
Patents : Policies of Insurance : Advowsons : Shootings, &c.
&c., are nothing but abstract exchangeable Rights, wholly dis-
severed from any material substances. ’
This class of Property, which was of comparatively small
extent when Smith wrote, has, since his time, attained the most
gigantic dimensions in this commercial country : it has in-
creased in an immensely greater ratio than material property,
and at the present time certainly amounts to many hundreds of
thousands of millions of money in this country. Now Mill and
his followers expressly adopt the definition of Wealth as any-
thing which has Purchasing Power—anything which can be
exchanged—anything which can be bought and sold. All this
class of Property can be bought and sold, or exchanged—its
Value can be measured in money—it may be bequeathed and
donated—some kinds of it are exported and imported between
country and country, and act upon the Exchanges exactly in
the same manner as material merchandise. It may be traded
with and used as Capital, as well as any material merchandise.
There are classes of traders who deal exclusively in this class of
property, exactly as other traders deal in material commodities.
And yet there is not one word about this species of Property—
except only Bank Notes and Bills of Exchange—in any of the
books of the second school of Economists! One might read
Mill’s work without having the slightest idea that such Property
existed at all !
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At the present day a man might be the richest person in the
whole universe, he might have millions in the Funds, in Shares,
in commercial companies, and other kinds of Rights : and yet
not have one particle of Wealth which could be handled or
seen.

Trremediable Confusion in the Science caused by the Second
School of Economists

11. We now see the irremediable confusion into which the
science has been thrown by the Second School of Economists
introducing Labour and Rights into it while rctaining the defi-
nition ¢ Production, Distribution, and Consumption of Wealth,’
or some variation of it. For who would understand the mean-
ing of the Production and Consumption of Labour? Who
would understand the meaning of the Production and Consump-
tion of Bank Notes, Bills of Exchange, &c., and the whole class
of abstract Rights? Whereas all these things are bought and
sold : and form the subject of the most colossal commerce in
modern times. .

The case furnishes the most striking example of Mill's own
remarks—* Accordingly, in the case of so complex an aggrega-
tion of particulars as are comprehended in anything which
can be called a science, the definition we set out with is seldom
that which a more extensive knowledge of the subject shows to
be most appropriate. Until we know the particulars themselves
we cannot fix upon the most correct and compact mode of cir-
cumscribing them with a general definition.’

And, again—* Scieatific definitions, whether they are defini-
tions of scientific terms or of common terms, used in a scientific
sense, are almost always of the kind last spoken of : their main
purpose is to serve as the landmark of scientific classification.
And since the classifications of any science are continually
modified as scientific knowledge advances, the definitions of the
sciences are constantly varying.’ . . . . Whatis true of the defini-
tion of any term of science is of course true of the definition of
the science itself : and accordingly the definition of a science
must necessarily be progressive and provisional.’

These remarks exactly apply to the case in hand. The
expression ¢ Production, Distribution, and Consumption of



90 Elements of Economics BK. L

Wealth’ is only intelligible and was only meant to apply to one
class of exchangeable Quantities and to ome class of Exchanges ;
while, by the unanimous admission of the writers of the second
school of Economists, Labour and Rights are to be included
under the term Wealth. But the term Science of Exchanges is
applicable to a1 Exchanges of every description : and is in
fact the name of a great science as wide and general as Me-
chanics or Optics. The former name will no more fit the great
general science of Commerce than the clothes of an infant will
fit a giant. And, therefore, by Mill's own remarks, the Science
of Exchanges is the enly definition which fits the Science of
Economics in its widest extent.

On the Confusion of Smith and Ricardo on the subject of Value

12. We have now to direct the student’s attention to the
irretrievable confusion in Economics caused by Smith’s and
Ricardo’s self-contradictions on Value.

From the earliest antiquity every writer has seen that the
Value of a thing is something else external to itself, for which it
can be exchanged. .

So in Book i., Ch. v., Smith begins by saying that the Value
of any commodity is equal to the Quantity of Labour which
it enables him to command or purchase. Hence, if / denotes
labour,

A =10l2430,42 . . .
He then says in the next paragraph that is the same thing

as saying that it is equal to the Produce of labour it enables
him to purchase : or, denoting produce by p, we have

A=p253540 . - .

And in the next paragraph he says that the Value of aily-
thing is more frequently estimated in Money than either in
labour or commodities : or, denoting Money by »,

A =m2m 3m4m
Now, though it has been pointed out that these modes of

estimating the Value of a quantity are by no means identical, we
observe that in this passage Smith defines the Value of a thing
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to be something external to itself. The Value of a thing is some
other thing for which it can be exchanged. Hence it is mani-
fest that the Value of A must vary directly as /, g, or m. The
greater the Quantity of /, p, or # that can be got for A, the more
valuable is A : the less of /, §, or m that can be got for A, the
- less valuable is A. It is also perfectly clear that if any change
whatever takes place in the exchangeable relations between A
and these Quantities, the Value of A has changed.

Hence Smith admits that Value, like distance, requires two
objects : if any change takes place in the position of either of
these, the distance between them has changed : no matter in
which the change has taken place. So if the exchangeable
relation between two Quantities ehanges, their value has
changed, no matter in which the change takes place.

Hence it is clear that there can be no such thing as Zava-
riable Valwe. Nothing whatever can by any possibility have
an Invariable Value unless the relations of all ether things are
fixed also.

Hence we can at once see that by the very natuve of things
there can be no such thing as an Invariable Standard of Value
by which to measure the variations in value of other things,
because, by the vexy nature of things, the very condition of any-
thing being invariable in value is that nething else shall vary in
value : and consequently the very condition of there being an.in-
variable standard is that there shall be no variation to measure.

Nevertheless, a very large body of Economists have set eut
upon this wild-goose chase—this search after an Invariable
Standard—which it is utterly contrary to the nature of things
should exist at all.

Directly after the passages we have referred to, Smith ¢com-
mences the search for that single thing which is to be the
Invariable Standard of Value.

He says that gold and silver will not do because they vary
in theis value—sometimes they can purchase more and some-
times less labour and ether commedities. Then he says—* But
as a measure of quantity such as the natural foot, fithom, or
bandful, which is constantly varying its own quantity, can never
be an accurate measure of the quantity of other things,so a
commodity which is itself continually varying in its own value¢



92 Elements of Economics BK. L

can never be an accurate measure of the value of other commo-
dities. Egual Quantities of Labour, at all times and places,
may be said to be of equal value to the labourer. In his ordi-
nary state of health, strength, and spirits, in the ordinary degree
of his skill and dexterity, he must always lay down the same
portion of his ease, his liberty, his happiness. 7ke price
which ke pays must always be the same, whatever the quantity
of goods which be receives in return for it [which, by Smith’s
own definition, is the Value of his labour]. Of these, indeed, it
may sometimes purchase a greater and sometimes a smaller
quantity, but it is their Value which wvaries, not that of the
labour whick purchases them. At all times and places that is
dear which is difficult to come at, or which costs much labour to
acquire ; and that cheap which is to be had easily, or with very
little labour. Labour alone, therefore, never varying in its own
value, is alone the ultimate and real standard by which the value
of all commodities can at all times be estimated and compared.
It is their real price : money is their nominal price only. ’

¢ But though equal Quantities of Labour are always of equal
value to the labourer (! !), yet to the person who employs him
they appear sometimes to be of greater and sometimes of smaller
value. . . .

¢ Labour, therefore, it appears evidently, is the only unsversal,
as well as the only accurate, measure of value, or the only
standard by which we can compare the value of different commo-
dities at all times and places’

13, The utter confusion of ideas in these passages is mani-
fest. A foot or a fathom is an absolute quantity, and of course
may increase or decrease by itself : but Value, by Smith’s own
definition, is 2 Ratio : and therefore we might just as well say
that because a foot, which is varying in its own length, cannot
be an accurate measure of the length of other things ; therefore
a quantity which is always varying its own Ra#io cannot be an
accurate measure of the Ratio of other things. The utter con-
fusion of ideas as to the whole nature of the thing is manifest.
We may measure a tree with a yard, because they are each of
them single quantities : du# it is impossible that a Single Quan-
tity can measure @ Ratio. It is manifestly impossible to say

a:d:x
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It is manifestly absurd to say that 4 is to § as 8: without
saying as 8 is to what : just as it is absurd to say that a horse
gallops at the rate of 20 miles : without saying in what time.

Smith says that—¢ Equal quantities of labour are always of
equal value to the labourer.’ '

Now, by his own definition, the Value of a thing is what can
be got in exchange for it ; consequently, if ¢ equal quantities are
always of equal value to the labourer,” a man’s labour must be
of the same value to him whether he gets £100 for it, or £50, or
410, or nothing at all |

The contradiction of ideas in this chapter of Smith’s is pal-
pable. He first defines the value of A to be the quantity of
things it will purchase, and therefore, of course, varying directly
as that quantity : and then he suddenly changes the conception
of value to be the quantity of labour in obtaining A : and says
that the Value of A is invariable so long as it is produced by
the same quantity of labour! and that its Value is the same
whatever quantity of other things it will purchase !

The word Value has been so misused by Economical writers
that it will be well to illustrate it by the use of another word of
similar import whose meaning has not been so misused.

Value, like Distance, requires two objects, and we may pre-
sent Smith’s ideas in this form.

¢As a measure of quantity, such as a foot, which is always
varying its own length, can never be an accurate measure of
the length of other things, so an object which is always varying
its own distance can never be an accurate measure of the Jis-
tance of other objects. But the Sun is always at the same
distance. And though the earth is sometimes nearer the sun,
and sometimes further off from it, the sun is always at the same
distance. And though the earth is at different distances from
the sun, it is the distance of the earth which has varied, and not
that of the sun: and the sun alone, never varying its own dis-
tance, is the ultimate and real standard by which the distances
of all things can at all times and places be estimated and com-
pared.’

Such is a fair translation of Smith’s ideas, merely substituting
Distance for Value. No wonder that Francis Horner says— < We
have been under the necessity of suspending our progress in
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the perusal of the Wealth of Nations on account of the insur-
mountable difficulties, obscurity, and embarrassment in which
the reasonings of the fifth chapter are involved.’

But after saying that a thing produced by the same quantity
of labour is always of the same value, no matter what it may
exchange for: he says, speaking of Money in a subsequent pas-
sage, if it could be exchanged for nothing, it would be of no
more value than the most useless piece of paper !

So, after all, Smith came back to Exchangeability as the test
of value, and this confusion runs through the whole of Smith.
One half the work is based upon Labour as the foundation of
value : and the other half upon Exchangeability.

14. Exactly the same confusion runs through the whole of
Ricardo.

He begins by saying—*¢ The Value of a commodity, o7 tke
quantity of any other commodity for which it will exchange,
depends on the relative quantity of labour which is necessary
for its production.’

So again—¢ In the early stages of society the exchangeable
value of these commodities is the rule which determines how
much of one shall be given in exchange for another.’

But a little further on he calls the quantity of labour be-
stowed on a commodity ‘under many circumstances an invari-
able standard indicating correctly the variations of other things.’

Ricardo then starts on the search for the Invariable Stan-
dard of Value which should itself be subject to none of the
fluctuations to which other commodities are exposed.. He says
that it is impossible to be possessed of such a measure, because
there is no commodity which is not subject to require more or
less labour for its production.

Afterwards he says—‘ If equal quantities of labour, with
equal quantities of fixed capital, could at all times obtain from
that mine which paid no rent equal quantities of gold, gold
would be as nearly an invariable measure of value as we could
in the nature of things possess. The quantity would indeed
enlarge with the demand, but its value would be invariable, and
it would be eminently well calculated to measure the varying
value of all other things.’ :
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In a subsequent part of his work he says—¢ The labour of
a million of men in manufactures will always produce the
same value. . . . That commodity is alone invariable which at
all times requires the same sacrifice of toil and labour to pro-
duce it.’

That is, Ricardo says that the value of manufactures is
always the same, whether they sell for £100, for £, or for
nothing !

Which is just as rational as to say that a Railway Station,
because it does not move, is always at the same distance from
trains which are flying to or away from it! That the distance
from B to A is always changing, but the distance from A to B
is invariable !

And, after beginning by defining and several times repeating

" that the value of a thing is some otker thing it will exchange
for, he ends by saying—*‘I cannot agree with M. Say in esti-
mating the value of a commodity by the abundance of other
commodities for which it will exchange.’

Ricardo, therefore, begins by defining the value of a thing to
be something external to it ; and then he ends by describing it
to mean the cost of production or quantity of labour bestowed

" on obtaining it. The very first day that Bentham read the book
he wrote to Ricardo to tell him that it was all founded on the
confusion between Cost and Value.

15. We have now to show the consequence into which
Ricardo is led.

He says—* In contradiction to the opinion of Adam Smith,
M. Say, in the fourth chapter, speaks of the value which is
given to commodities by natural agents, such as the air, the
sun, the pressure of the atmosphere, and which are sometimes
substituted for the labour of man and sometimes concur with
him in producing. But these natural agents, though they add
greatly to value in use, never add exchangeable value to a com-
modity . . . . and they are serviceable to us by increasing the
abundance of productions, by making men richer, by adding to
value in use; but as they perform their work gratuitously—as
nothing is paid for the use of the air, of heat, and of water, the
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assistance which they afford to us adds nothing to Value in
Exchange ! |

Now, when logical reasoning from certain premisses leads
to results which are notoriously false and contrary to experience
and fact, it is perfectly certain that these premisses must be
erroneous. Nothing more is required to show the utter fallacy
of the doctrine that human labour is the cause of all value than
to consider the consequences it logically leads to.

If a man plants an acorn, the full-grown oak tree, according
to Ricardo, ought to be of no more value than the acorn, be-
cause human labour stops there ; the rest is the agency of nature.

According to this doctrine, cattle and fowls ought to have no
value at all : because no human labour ever made an animal
nor ever laid an egg.

According to Ricardo the value of the harvest reaped should
be no greater than the cost of the seed corn, the ploughing and
labouring the ground, and reaping the crop : because human
labour ends there : the rest is the agency of nature.

According to Ricardo, the fertilising showers, and the warmth
of the sun, add nothing to the value of the crops ; therefore, by
the same doctrine, the want of a due amount of rain, or an abso-
lute drought, and the total absence of sunshine, would detract
nothing from its value!

The very statement of such doctrines is their refutation,
and shows the fallacy of that system of Economics which is

built on them.

On the Self-contradiction of Say and Mill on Credit

16. We must now show the self-contradiction of two eminent
writers on the subject of Credit, which has caused great confu-
sion in the science.

We have shown in a former chapter that ancient jurists
unanimously classed abstract Rights of action under the terms Pe-
cunia, Res, Bona, Merx,xpijnara,spdypara, dyaba,&c.,because they
can be bought and sold like material chattels. These Rights of
action are what are called Credit or Debts. Mercantile writers,
seeing that Commerce is carried on by means of these Rights
of action exactly in the same way as with Money, said that
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Credit is Capital, without giving any very nice definition either
of Credit or Capital. Smith classes Bank Notes and Bills of
Exchange under the title of Circulating Capital.

Inrecent times the most unsparing ridicule has been poured
on the doctrine that Credit is Capital. J. B. Say is supposed
to have shown that those who say that Credit is Capital assert
that the same thing can be in two places at once. Mill also
points a sneer at those who say that Credit is Capital. We
shall now show that both these writers have said repeatedly
that Credit is Capital ; and that all the confusion on the sub-
ject has arisen from their own self-contradictions : because they
form different conceptions of what Credit is in different parts of
their works.

On the Self-Contradiction of 7. B.. Say on Credit

19. We have already shown that Say expressly classes
Instruments of Credit (ftres de créance), i.e. Credit, under the
term Wealth. .

He also says—* If one gives also the name of Wealth to the
Funds, Commercial Paper (Efets de commerce), it is clear, &c.’

¢ The Wrealth which resides in anything, whether it be land,
a horse, or a Bill of Exchange, is proportioned to its Value.
‘When we speak of things being Wealth, we do not speak of
other qualities which they can have : we only speak of their
Value.

Thus Say makes the principle of Wealth to reside exclu-
sively in Exchangeability : and he expressly classes #tres de
créance and effets de commerce, that is, Negotiable Paper, or
Credit, under the term Wealth.

And he also classes them under the title of Capital. ¢ These
Capital Values may consist of the Public Funds, Commercial
Paper, coffee-berries, or any other merchandise he will sell.’

Speaking of Commercial Paper, he says— A Bill on de-
mand, or a Bill of Exchange, are obligations contracted to pay,
or cause to be paid, a sum either at another time or in another
place.’

¢ The Right attached to this order (although its value is not
demandable at the time or the place where one is) gives it

19 H
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nevertheless a Present Value more or less great. Thus, a bill
for 100 francs, payable at Paris in two months, may be nego-
tiated or sold for the price of g9 francs : a bill for a similar
sum, payable at Marseilles at the same time, will be worth in
Paris perhaps 98 francs.

¢ Hence a Bill of Exchange, by virtue of its future value, has
a Present Value : it can be employed instead of money in every
species of purchase : so that the greater part of the great com-
mercial transactions are effected by Bills of Exchange.’

Again, he says—* There is, nevertheless, an important ob-
servation to make relating to the representative signs of money.
It is that they are capable of rendering a service exactly similar
to the money they represent. If any .one signs an obligation by
which he binds himself to deliver at a fixed period a cloak made
in such a fashion, this promise, although it is in some sort a
sign or pledge of the possession of the cloak, cannot take its
place : because a sheet of paper does not protect from cold like
a cloak : whilst the signs which represent money can replace
it completely, and render all the services which it can. In fact,
the qualities which make a bag of money serve us in exchange
can be found in a bill. These qualities, you will remember,
are— )

¢ First, in the Value which it has.” One can give a Bill
exactly the same value as to a sum of money : in giving the
bearer the Right to receive the sum, so .as to take away from
him all doubt asto the payment : it is thus that a bank note
can circulate ten years in preserving a value of a thousand
francs without being paid, only because one believes that it
will be the moment he pleases.’

In these passages Say clearly shows that Bank Notes, and
Bills of Exchange, &c., have Value. He now shows that they are
Capital, He says—* Every private person can sign an ordinary
bill, and give it in payment of merchandise, provided that the
seller consents to receive it as if it were money. This seller in his
turn, if he is the buyer of nther merchandise, can give the same
bill in payment. The second acquirer can pass it to a third
with the same object. There is an Obligation which circulates :
it serves him who wishes to sell : it serves him who wishes to
buy : it does the duty of a sum of money.
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¢ The Value of a sign depends on the Value of the thing sig-
nified : but in order that this Value may be exactly as great as
that of the thing of which itis the pledge, the payment of the bill
must not only be certain, but demandable on the instant. . . .

¢If Bills of Credit could replace completely metallic money,
it is evident that @ éank of circulation veritably angments the
sum of Wational Wealth : because in this case the metallic
wealth, becoming superfluous as an agent of circulation, and
nevertheless preserving its own value, becomes disposable, and
can serve other purposes. But how does this substitution take
place? What are its limits? What classes of society make
their profit of the interest of the new funds edded to the Capital
of the nation? -

¢ According as a bank issues its notes, and the public con-
sents to receive them on the same footing as metallic money,
the number of monetary units increases. . . .

¢ We must not, however, think that the value withdrawn from
the sum of money and added to the sum of capital-merchandise
equals the sum of notes issued. These only represent money
when they can always be paid on demand : and for that the
bank is obliged to keep in its coffers, and consequently to with-
draw from circulation, a certain sum of money. If, suppose, it
issues 100 millions of notes, it will withdraw perhaps 40 millions
in specie, which it will put in reserve to meet the payments
which may be demanded of it. Therefore, if it adds to the
quantity of money in circulation 100 millions, and if it withdraws
40 millions from circulation, it is as if it added only ¢o millions.

¢ We now wish to learn what class of society enjoys the use
of this Wew Capital.’

18. We have laid these copious extracts before the student
to show him that J. B. Say clearly and unequivocally asserts
that Credit is Wealth and Capital.

It is, therefore, somewhat surprising to read in another
passage—

¢It is sometimes thought that Credit multiplies Capital.
This error, which is found frequently reproduced in a crowd
of works, of which some are written professedly on Political
Economy, supposes an absolute ignorance of the nature and
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function of Capitals. A Capital is always a very real value fixed
in a matter (1) : because immaterial products are not susceptible
of accumulation (\!), and a material product cannot be in two
Places at once, and serve two persons at the same time (!) The
constructions, the machines, the provisions, the merchandise
which comprise my Capital may be the amount of the value I
have borrowed : in this case I carry on my industry with a
capital which does not belong to me, and which I hire : but
certainly the Capital which I employ is not employed by
another. He wholends it to me is debarred from the power of
working it elsewhere.’

¢ The manufacturer who buys on Credit raw materials, bor-
rows from the seller the value of this merchandise for the time
of the Credit which he gives him : and this value which he lends
him is furnished in merchandise which are material values.

¢ Hence, if one can only borrow and lend Capital in mate-
rial objects (!), what becomes of this maxim that Credit multi-
plies Capitals? My Credit can cause me to dispose of a
material value which a capitalist has placed in reserve : but if
he lends it to me he remains deprived of it : he cannot lend it
to another person at the same time.’

The misconception upon which the whole of this passage is
founded is plain : and his self-contradictions on the subject of
Capital are also plain. In this passage Say says that Capital is
always a real value fixed in a matter! But he himself is the
most earnest advocate for introducing immaterial Capital
into Economics : and in the former series of extracts he has
plainly termed Rights of action Capital, because they circulate
in commerce, and perform the functions of money.

As a matter of fact, the Credit is not the merchandise ad-.
vanced, but the Right of action which is created in exchange
for it, and this Right of action is termed Capital for the same
reason that Money is termed Capital, because the merchant can
buy with his promise to pay,and make a profit by so doing,
just in the same way as if he purchased with money.

\‘..:
LK}
[X)
stee,
tee,



CH. VI Self-contradiction of Mill on Credit 101

On the Self-Contradiction of ¥. S. Mill on Credit

19. We have now to show Mill's self-contradictions on
Credit.

Mill defines Wealth thus—¢ Everything, therefore, forms a
part of Wrealth which has a Power of Purchasing.’

Again, he says—¢ An order or note of hand,a bill payable at
sight for an ounce of gold, while the credit of the giver is unim-
paired, is worth neither more nor less than the gold itself.

- Now these instruments are Credit: and consequently Mill
says that under certain conditions Credit is of the same Value
as Gold; as the Italian proverb says—O7raq @ cke oro vale.

Again, he says— But we have now found that there are
other things, such as Bank Notes, Bills of Exchange, and
Cheques, which circulate as Money and perform all the func-
tions of it.’

Now, one of the functions of Money is to be used as Capital :
consequently, if Instruments of Credit perform a1 the functions
of Money, they may be used as Capital as well as Money.

Again he says—‘For Creait, though it is not productive
power, is Purchasing Power.’

¢ The Credit which we are now called upon to consider is a
distinct Purchasing Power, independent of Money.’

¢The amount of Purchasing Power which a person can
exercise is composed of all the Money in his possession, or due
to him [7.e. of Bank Notes, Bills of Exchange, or Bank Credits],
and of all his Creait.’

¢ Credit, in short, has exactly the same Purchasing Power
with Money.’

And many other similar passages might be cited if neces-
sary. :

Mill also speaks of Bank Notes, Bills bf Exchange, and
Cheques as Credit : and he speaks of Credit transferable from
hand to hand.

Again he says—¢ The value saved to the community by thus
dispensing with metallic money is a clear gain to those who
provide the substitute.

¢ When paper currency is supplied, as in our own country,
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by bankers and banking companies, the amnount is almost wholly
turned into Productive Capital. . . .

¢A banker’s profession being that of a money lender, his
issue of notes is a simple extension of his ordinary occupation.
He lends the amount to farmers, manufacturers, or dealers, who
employ it in their several businesses. So employed it yields,
like any other Capital, wages of labour and profits of stock. . . .

¢ The capital itself in the long run becomes entirely wages
« ... thus affording a perpetual fund of the value of twenty
millions for the maintenance of productive labour.’

And several other extracts might be cited, but these are
sufficient.

Now, if Mill says that Wealth is anything which has Pur-
chasing Power ;

And if he says that Credit is Purchasing Power ;

And if he says that Bank Notes, Bills of Exchange, and
Cheques are Credit ;

And if he says that Bank Notes, Bills of Exchange, and
Cheques perform all the functions of Money, one of which is to
be used as Capital ;

And if he says that Bank llotes are Productive Capital ;

Then Credit is Productive Capital.

That is a Sorites from which there is no escape.

Nevertheless, Mill sneers at those who say that Credit is
Capital.

He says—* The functions of Credit have been a subject of
as much misunderstanding and as much confusion of ideas as
any single topic in Political Economy. . . .

¢ As a specimen of the confused notions entertained respect-
ing the nature of Credit, we may advert to the exaggerated
language so often used respecting its national importance.
Credit has a great, but not, as many people seem to suppose, a
magical power : it cannot make something out of nothing. How
often is an extension of Credit talked of as equivalent to a
creation of Capital, or as if Credit actually were Capital ! [Who
has said more distinctly than Mill himself that Credit is Capi-
tal?] It seems strange to point out that Creds?, being only per-
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mission to use the Capital of another person, the means of pro-
duction cannot be increased by tt, but only transferved.

‘ But, though Credit is but a Transfer of Capital from hand
to hand.

The self-contradiction in these passages is manifest. In the
first series of extracts he sees that Credit is the Purchasing
Power, the Right of action which is given in exchange for the
merchandise, and he sees that it circulates as money, transfer-
able from hand to hand, and performs all the functions of money ;
and then he expressly calls it Productive Capital.

In the second series he considers Credit to be the Transfer
of Capital from one person to another, and then Le sneers at
those who say that Credit is Capital : and at the confusion of
ideas which prevails on the subject.

Now, we ask—Is a Bank Note the Transfer of a commo-
dity? Is a Guinea the sa/e of a book? Is an independent
Property of any sort an operation?

After this exposition, it appears that Mill is not exactly the
person to sneer at others for their confused notions about Credit :
nor does it seem that he has himself any very clear ideas as to
what Wealth is.

20. There is no method so effectual for exterminating false
conceptions as bringing them into sharp and close contrast with
true ones. The student must carefully observe that—

Credit is not the goods lent.

Credit is not the transfer of goods.

Credit is not a right to any specific goods or money.

Credit, in popular language, is the reputation which a person
‘has, in consequence of which he can buy goods or borrow
money by giving in exchange for them a Promise to pay at a
future time : and it is this Promise to pay, or Right of action,
which in Law, Commerce, and Economics is termed a Credit :
and this Credit can circulate in commerce and effect exchanges
exactly in the same way as money until'it is paid off and extin-
guished.

We have given these examples of the self-contradiction and
confusion of ideas of the writers of the second school of Econo-
mics on three of the Fundamental Conceptions of the science.
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It would be far too long in this outline to examine their self-
contradictions on the others : but they would be found on exa-
mination to be exactly similar.

On the Fundamental Objection to the Smith-Ricardo-Mill
System of Economics

21. In the preceding criticisms we have shown the self-
contradiction and confusion of ideas of Smith, Ricardo, Say,
and Mill on certain of the Fundamental Conceptions of Eco-
nomics : we have now to point out the fundamental objections
to their System as a whole.

We have shown that Mill himself acknowledges that the
only way of advancing Economics is to treat it strictly after the
method of a Physical Science.

Taking Astronomy and Optics as typical examples of a
Physical Science, the purport of the science is to discover
a single General Theory which governs all the phenomena :
and there can be only one General Theory. It would be utterly
contrary to the fundamental nature of a Physical Science to sup-
pose that every distinct class of phenomena was based upon a
distinct fundamental Theory.

Both in Astronomy and Optics different fundamental Theo-
ries have been held at various times : but no one ever supposed
that more than one theory could be true : no one ever dreamt
of writing a treatise on Astronomy in which one chapter was
based upon the Ptolemaic Theory: another chapter on the
Theory of Tycho Brahe : and another chapter on the Theory of
Copernicus.

No one would ever dream of writing a Treatise on Optics in
which one class of phenomena were explained by the Corpus-
cular Theory of Light : and another set of phenomena by the
Undulatory Theory.

If, then, Economics is a Physical Science, and to be treated
after the method of a Physical Science, it is the essential con-
dition of its being so that all the phenomena in it should be
reduced to one grand General Theory. Economics is simply
a new order of Variable Quantities : and consequently it must be
subject to the Grand General Theory of Variable Quantities in
general. ‘
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Smith wrote before the days when the principles of scientific
method were understood. He never even conceived the idea of
reducing the explanation of phenomena to a single general
principle. He writes in what is supposed to be a popular style :
catching at any theory which seems to give a plausible explana-
tion of a phenomenon. The consequence is that his work is a
mass of contradictory assertions and doctrines : and of course,
among so many contradictions, it must in some cases be right.

22. Ricardo was the first writer in this country who con-
ceived the idea of reducing Economic phenomena to general
principles. But, unfortunately, his system is ucterly contrary to
the fundamental principles of Natural Philosophy.

He divided commodities into three classes—

First—Those in which the Supply is absolutely limited, and
cannot be increased by human labour : and therefore their
value cannot be lowered by an increased supply.—¢ Some rare
statues and pictures, scarce books and coins, wines of a peculiar
quality, which can only be made from grapes grown on a par-
ticular soil of which there is a very limited quantity, are all of
this description. Their value is wholly independent of the
quantity of labour originally necessary to produce them, and
varies with the varying wealth and inclination of those who are
desirous to possess them.’

Ricardo says that the Value of such commodities is exclu-
sively governed by the Law of Supply and Demand.

And among this class of commodities both he and Mill
include Labour.

Secondly—Those commodities which can be increased at
will by human labour without assignable limit : and the purport
of his work is to investigate the value of this class of commo-
dities only : though this express limitation of his inquiry is
entirely overlooked by his ardent disciples.

Ricardo says that commodities which can be increased
without limit by human industry are divided into two classes—

1. Those which can be increased to any extent required by
-human labour at an equal cost of production. Of these he
says—

¢It is Cost of Production which must ultimately regulate the
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price of commodities, and not, as has often been said, the pro-
portion between Supply and Demand : the proportion between
Supply and Demand may indeed for a time affect the market
value of a commodity, until it is supplied in greater or less
.abundance, according as the demand may have increased or
diminished ; but this effect will only be of temporary duration.

¢ The opinion that the price of commodities depends solely
‘on the proportion of Supply to Demand, or Demand to Supply,
has become almost an axiom in Political Economy, and has
been the source of much error in that science.’

He then quotes the Law given in a subsequent chapter, and
says—* This is true of monopolised commodities, and, indeed,
of the market price of all other commodities for a limited
period.’ .

¢ Commodities which are monopolised, either by an indivi-
dual or by a company, vary according to the Law which Lord
Lauderdale haslaiddown ; . . . . and the prices of commodities
which are subject to competition, and whose quantity may be
increased in any moderate degree, will ultimately depend, not
on the state of Demand and Supply, but on the increased or
diminished Cost of their Production.

2. Those commodities which can be increased in quantity
at will, but zof by equal Cost of Production, like corn and mi-
nerals. An increased quantity of corn can always be procured,
but the increased quantity is always obtained at an increased
cost. In this class of commodities Ricardo says that the cost
of obtaining the last quantity produced, regulates the price of
the whole quantity purchased or consumed.

Mill has adopted Ricardo’s system in its entirety ; but the
slightest reflection will show that there are many other classes
of commodities besides those mentioned by Ricardo.

Mill accordingly says that it is necessary to take notice of
certain cases to which, from their peculiar nature, this Law of
Value is inapplicable. As, for example, the case of two different
commodities having a joint cost of production, being both pro-
ducts of the same operation ; and the same outlay would have
to be incurred for either of the two if the other were not wanted
at all. As, for instance, gas and coke are both produced from
the same material, and by the same operation ; so also mutton
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and wool ; beef, hides, and tallow; calves and dairy produce ;
chickens and eggs. ¢ Cost of production,’ he says, ‘can have
nothing to do with deciding the value of the associated commo-
dities relatively to each other ; it only decides their joint value.
The gas and the coke together have to repay the expenses of
their production with their ordinary profit’” But how much of
the remuneration of the producer shall be derived from the coke,
and how much from the gas, remains to be decided. Cost ot
production does not determine their prices, but the sum ot
their prices. A principle is wanting to apportion the expenses
of production between the two.

¢ Since Cost of Production here fails us, we must revert to a
Law of Value anterior to Cost of Production, and more funda-
mental, the Law of Supply and Demand.

So here Mill acknowledges that the Law of Supply and
Demand is more fundamental than that of Cost of Production,
which at once annihilates the false distinction, made by Ricardo
and adopted by Mill, between the two classes of cases.

A little further on Mill says—¢ This theorem is not of any
great importance ; but the illustration it affords of the Law of
Demand, and of the mode in whick, when Cost of Production
Jails to be applicable, the other principle steps in to supply the
vacancy (!!), is worthy of particular attention, as we shall find,
in the next chapter but one, that something very similar takes
place in cases of much greater moment.’

This mode of arguing in Economics is just as rational and
as admissible as it would be in Astronomy to say, ¢ In this class
of cases the Ptolemaic Theory fails us, and we must adopt the
other, or Copernican Theory, to supply the vacancy ;’ or in
Optics to say, ‘In this class of cases the Corpuscular Theory
fails us, and we must adopt the Wave Theory to fiil the
vacancy.”” The obvious analogy of Natural Philosophy shows
that if a theory fails in any one case whatever, it fails in all.

In speaking of agricultural produce Mill says — ¢ There
would be little difficulty in finding otker anomalous cases of
Value, which it might be a useful exercise to resolve.’

He afterwards says—* This, then, is the Law of Value, with
respect to all commodities not susceptible of being multiplied at
pleasure. Such commodities are no doubt exceptions. There
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is another Law (!) for that much larger class of things which
admit of indefinite multiplication. But it is not the less neces-
sary to conceive distinctly and grasp firmly ke Theory of these
exceptional Cases (!!). In the first place it will be found to be
of great assistance in rendering the common case more intelli-
gible. And in the next place the principle of the exception
stretches wider, and embraces more cases than might at first
be supposed.’ )

Now this Law which Mill treats as accounting for this ex-
ceptional case, by his own admission, governs the Value of
Labour—the Rate of Discount—the relation between Money
and Credit—the whole Foreign Trade of the country—and
the value of all other commodities at any particular time. He
afterwards considers some ¢ peculiar cases’ of Value. Now if],
according to Mill, the whole phenomena of Economics are
made up of ¢ Exceptional Cases, ¢ Peculiar Cases,’ and ¢ Ano-
malous Cases,’ what remains for the general body of the
science ? Absolutely nothing !

Ricardo and Mill break up Economic phenomena into a
number of distinct classes of cases, and they assert that for
each distinct class of phenomena there is a distinct Law of
Value. Now, if each class of Economic Quantities has a differ-
ent Cause cf Value, how is it possible to have any Fundamen-
tal General Conception ? and if each distinct class of phenomena
has a distinct Fundamental Law of Value, how is it possible to
have any General Theory of Value? The method followed by
Ricardo and Mill entirely destroys the power of Generalising
in Economics, and such a mode of treating a Physical Science
would drive any Physical Philosopher frantic.

23, It is impossible to imagine a more glaring instance of
the violation of the Law of Continuity, and of the Continuity of
Science, than Mill’s Theory of Foreign Trade. He says—‘Does
the Law that permanent value is proportional to Cost of Pro-
duction hold good between commodities produced in distant
places, as it does between those produced in adjacent places ?
We shall find that it does not.’

Again—* The value of commodities produced at the samre
place, or in places sufficiently adjacent for capital to move
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freely between them—Ilet us say for simplicity, of commodities
produced in the same country-—depends (temporary fluctuations
apart) upon their cost of production. But the value of a com-
modity brought from a distant place, especially from aforeign
country, does not depend on its cost of production, or the place
from whence it comes; on what, then, does it depend? The
value of a thing in any place depends on the cost of its acquisi-
tion in that place, which, in the case of an imported article,
means the cost of production of the thing which is expected to
pay for it .

Now here is an obvious fundamental fallacy. Mill says that
if cotton goods to the value of 50/. are exported, and wine is
imported in exchange for them, which is worth 100/, in the im-
porting country, the value of the wine to that country is 50/ !
1t is obvious that this is to confound the Cost of a thing with
its Value.

This is exactly as absurd as to say that if a man expends 1/
on producing an article which he can sell for 5/, the Value of
the article to him is 1/.!

Mill then says—‘The value, then, in any country, of a
foreign commodity depends on the guantity of home produce (1)
which must be given to the foreign country in exchange for it.
In other words, the values of foreign commodities depend on
the terms of international exchange. What, then, do these
depend upon? What is it which, in the case supposed, causes
a pipe of wine from Spain to be.exchanged with England for
exactly that quantity of cloth?’ We kave seen that it is not
their cost of production. If the cloth and the wine were both
made in Spain, they would exchange at their Cost of Production
in Spain; if ‘they were both made in England they would
exchange at their Cost of Production in England ; but all the
cloth being made in England, and all the wine in Spain, they
are in circumstances to which we have already determined that
the Law of Cost of Production is not applicable. We must
accordingly, as we have done before in a similar embarrassinent,

Jall back upon an antecedent law, that of Supply and Demand,
and in this we shall again find the solution of our difficulty.

Mill’s doctrine, therefore, is that in the exchange of commo-
dities between adjacent places, and in those of the same country,
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the law of Value is Cost of Production : but that in the exchange
of commodities between distant places and foreign countries,
the law of Value is that of Supply and Demand.

To examine this doctrine properly we must separate the
cases : because distant places need not be foreign places : and
foreign places need not be distant places.

London and Melbourne are dZsant places, but they are not
Joreign places : Lille and Ghent are foreign places, but they
are not distant places. ’ ‘

Mill affirms that the Law which governs the value of com-
modities exchanged between adjacent places is fundamentally
different from the Law of Value of commodities exchanged
between distant places. He says that if commodities are ex-
changed between London and Southwark their Value is governed
by Cost of Production : but if they are exchanged between
London and Melbourne their Value is governed by Sugply and
Demand.

Now, if this doctrine be true, there must be some precise
spot between Southwark and Melbourne at which the Law of
Cost of Production changes into that of Supply and Demand.
Where is this spot? Is it in the chops of the Channel? Is it
at the Equator? Is it at the Cape of Good Hope ?

If Mill’s doctrine is true, let us gradually and continuously
increase the distance between the adjacent places until they
become distant to each other : and at this particular spot the
Law of Cost of Production suddenly and violently changes into
that of Supply and Demand. Let us suppose that a ship passes
from one place to the other : and that at a particular time the
centre of the ship is exactly at this spot: then, according to
this doctrine, the Law of Value in the stern of the ship will be
that of Cost of Production : the Law of Value in the bows of
the ship will be that of Supply and Demand ! !

24. But Mill says that the Law of Value of commodities
exchanged in the same country is Cost of Production : of those
exchanged between jforeign countries is that of Supply and
Demand.

Now, London and Melbourne, and St. Petersburg and Kams-
chatka, are in the same country ; therefore, according to Mill,
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the Law of Value between them is that of Cost of Produc-
Tion.

But they are distant places ; therefore, according to the same
Mill, the Law of Value between them is that of Supply and
Demand !

Lille and Ghent are adjacent places ; therefore, according to
Mill, the Law of Value between them is that of Cost of Pro-
duction.

But they are jforeign places: and, therefore, according to
the same Mill, the Law of Value between them is that of Sugply
and Demand !

Again, places that are at one time foreign to each other
may, by the union of the two countries, become of the same
country. England and Scotland were once foreign to each
other : but by the Union they became one country.

According to Mill, while they were foreign countries the
Law of Value between them was that of Supply and Demand :
when they became one country the Law of Value between them
became that of Cost of Production.

So that on the very day and instant at which the Act of
Union came into effect the Law of Value between the two
countries underwent a sudden and fundamental change! Cer-
tainly this was an effect of the Union which no one ever sus-
pected before. .

Until very recently Italy was divided into a number of sepa-
rate Statés, which were foreign to each other: and therefore
the Value of Commodities was governed by the Law of Supply
and Demand. Italy is now, happily, united and become one
country : and consequently Values are governed by the Law of
Cost of Production! That is to say, the unification of Italy
has produced a fundamental change in the Laws of Value ! It
would be just as rational to say that the unification of Italy has
produced a fundamental change in the Law of Gravity: or in
the principles of Astronomy : or in the laws of Optics.

The slightest consideration will show that such fantastic
notions cannot be received as sound philosophy.

28. Having thus shown the unphilosophical basis of Mill’s
Theory of International Values and International Trade, we
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need not examine them any more, nor his alleged ¢ Equation of
International Demand.” Such things cannot be fundamental
Laws of Economics, because it is a mere accident that countries
are foreign to each other. When countries coalesce and become
one, what becomes of International Values, and International
Trade, and the Equation of International Demand? They
simply collapse and vanish into nothing, and with them the
Ricardo-Mill system of Economics.

It has long ago been observed that for the purpose of trade
the whole earth is one nation, and that the Laws of Value must
be the same in all places, in all times, and between all places,
adjacent or near, home or foreign.

Self-Contradiction of Smith on Rent.

26. We have shown Smith’s self-contradictions on some of
the fundamental terms of the science ; but he is not only self-
contradictory on fundamental conceptions, but also on doc-
trines. We can only notice one of these here, which gave rise
to the celebrated controversy about Rent.

In discussing the prices of commodities in one set of pas-
sages he asserts that the payment of Rent raises the price of corn.

He says: ‘In the price of corn one part pays the Rent to
the landlord, another pays the wages, or maintenance of the
labourers and labouring cattle employed in producing it, and
the third pays the profit of the farmer. These three parts seem
either immediately or ultimately to make up the whole price of
corn.’ ‘

Again :  Wages, Profit, and Rent are the three original
sources of allrevenue, as well as of all exchangeable value.’

Again: ‘As in a civilised country there are but few com-
modities of which the exchangeable value rises from labour
only, Rent and Profit contributing largely to that of the far
greater part of them.’

¢Again he says that there is in every society or neighbour-
hood an ordinary or average rate of wages, profit, and also of
rent, the latter regulated partly by the general circumstances
of the society or neighbourhood on which the land is situated,
and partly by the natural or improved fertility of the land.’
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‘These ordinary or average rates may be called the natural
rates of wages, profit, and rent at the time and place at which
they commonly prevail.’

¢ When the price of any commodity is neither more nor less
than what is sufficient to pay the reat of the land, the wages of
the labourer, and the profits of the stock employed in raising,
preparing, and bringing it to market, according to their natural
rates, the commodity is then sold for what may be called its
natural price.’

‘The commodity is then sold precisely for what it is
wortk (1), or for what it really costs the person who brings it to
market. .

‘The actual price of every marketable commodity is regu-
lated by the proportion between the quantity which is actually
brought to market and the demand of those who are willing to
pay the natural price of the commeodity, or the whole value of
the Rent, Labour, and Profit, which must be paid in order to
bring it thither.’

These extracts affirm as clearly as can be that Rent, Wages,
and Profits enter into the price of corn exactly in the same
way, so that if one be a cause of high price, the other must be
so too.

But in a subsequent chapter he says : ¢ Rent, it is to be ob-
served, enters into the composition of the price of commodities
in a different way from Wages and Profit. High or low Wages
and Profit are the causes of high or low price ; high or low rent
is the ¢ffect of it. It is because high or low wages and profit
must be paid in order to bring a particular commodity to
market, that its price is high or low. But it is decause its price
is high or low, a great deal more, a very little more, or no more
than what is sufficient to pay those wages and profits, that it
affords a high rent, or a low rent, or no rent at all.’ .

Now in these extracts Smith’s doctrines on Rent are mani-
festly self-contradictory : in the first he makes rent to be a
cause of price, in the second the egffect of it. The practical
question was this—whether, if the landlords gave up their rents,
cost would be any the cheaper.

This gave rise to the well-known controversy on Rent which
we have discussed in a future chapter.

1. I
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Conclusion.

27. This schoel of Economists had the glory of finally
placing the doctrines of Free Trade upon an imperishable basis
in England. However, we cannet in this place narrate their
eminent series of triumphs, because this werk is intended for
the development of scientific ideas.

But the System of the Second Scheol of Ecenomists has
perished from internal anarchy. Bacon as well as all other
philosophers has shown that all sciences must be based upon
Fundamental Concepts, and if these be overhastily formed and
not duly abstracted from nature the whole structure falls in
ruins. We have in the preceding remarks shown the self-con-
tradictions of Smith and Mill on some of the terms which are the
basis -of the whole science: and they are equally self-contra-
dictory on all the others, though it would take too much space
to peint out all their self-contradictions.

- The fatal defect of this School of Economists is that it is
reared on-too narrow a basis of induction. They only take a
single small class of objects which have value, and found
general propositions upon this single class, which, even if ap-
parently true with respect to them, are only applicable to them,
and are not generally true.

Instead of searching out and collecting a/Z species of Eco-
nomic Quantities before they frame their general Concepts, and
making them wide enough to embrace all species of quantities,
they begin by filling and obscuring the minds of their readers
with-conceptions and doctrines drawn from only one small class
of Economic Quantities, and hence, as these Concepts, these
‘notions of the mind (which are as the soul of words and the
basis of the whole structure) are improperly and over hastily
abstracted from facts, vague, not sufficiently definite, faulty, in
short,.in many ways, the whole edifice falls in ruin.’

The ruin of this school in England is owing to the notion
that Labour is the cause of, or even necessary to Value. The
followers of Ricardo assert that all Value is due to Labour ;
whereas, as a matter of fact, the least acquaintance with prac-
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tical business shows that the enormously greater proportion of.
valuable things have no Labour associated with them at all.
All ancient and all modern writers, except the English ones,
have shown that Demana is the true cause and source of Value ;
and even in those cases in which Labour is connected with
Value, it is not the Labour which is the Cawuse of the Value, but
the Demand for them. For, however much Labour may be
bestowed upon things, if there is no Demand for them, they have
no Value. .

This relates to Fundamental Concepts. But when we come
to the Theory of Value the system is equally faulty. Smith has
no general theory of value, and the Ricardo-Mill Theory of
Value makes a distinct Theory of Value for every distinct class
of Economic phenomena. But such a scheme as this is utterly
repugnant to the fundamental principles of Natural Philosophy,
and would drive any Physical philosopher frantic.

The acknowledged principles of Natural Philosophy show
that there can be but one General Theory of Value.

The fact is that Economics has burst the bonds of the
Physiocrate nomenclature. The fundamental Concepts of the
Physiocrates were framed to include material products only, and
when the second school came and included in the science things
such as immaterial products, which were expressly excluded by
its founders, they stretched the definitions so as to include these
new objects, and when they also included Rights, the definition
become in fact unintelligible. But the attempt was hopeless,
and only led to confusion. It was like putting new wine into
old bottles. And Bacon says it is idle to expect any great
advancement in sclence from superinducing and engrafting new
things upon old. We must begin again from the very founda-
tions. The fundamental Concepts of the Physiocrates will no
more fit the facts of nature than the clothes of an infant will
fit a full-grown man. To obtain a fitting general conception of
the Science we must turn to another School of Economists.
Therefore, although the second School of Economists have
rendered great services to mankind, and added many isolated
truths to the science, yet their 8ystem, like that of the Physio-
crates, has passed away, and for the same reasons—it is not

12
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general, it is totally repugnant to the fundamental principles of
Natural Philosophy—and it is not conformable to nature,

Principiis tamen in rerum fecere ruinas
Et graviter Magni magno cecidere ibi casu.

Amplexi guod habent perverse prima viai
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CHAPTER VII

RISE OF THE THIRD SCHOOL OF ECONOMISTS

1. BuT when we adopt the other definition of the science which
its founders declared to be equivalent and identical, that of Ex-
changes or Commerce, it is like the transformation scene in a
pantomime. Harmony, order, and science are evolved out of
incomprehensible chaos, like as from the stroke of the en-
chanter’s wand.

‘We have seen that Condillac headed the reaction against
the Physiocrates in France. In 1776, the same year that Smith
published the Wealtk of Nations, Condillac published a work
entitled Le Commerce et le Gouvernement, with identically the
same object—namely, to show that both manufacturing and
commercial industry enrich a nation, and that in an Exchange
both sides gain : consequently that nations are interested in
each other’s prosperity. Condillac died in 1780, when thé inte-
rest in Economic speculation had died away with the fall of
Turgot in 1776 ; and his work never seems to have attracted any
attention till very recent times. We shall, therefore, give some-
what more attention to it than we otherwise should.

Le Commerce et le Gouvernement, though apparently so
different in title, is nevertheless identical in plan with the Wealt/
of Nations.

He intended to have published three divisions of the work.

He begins by defining Economic Science to be the Science
of Commerce : and the first division is devoted to explaining
the principles of Commerce.

The second division examines the relations of Economic
Science to the Government, and their reciprocal influence on
each other.

The third division was to have contained a collection of
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practical examples, showing the application of the principles
developed in the two preceding parts. Unfortunately it was
never written.

Condillac begins by investigating the foundation of Value :
and shows that it originates entirely from the wants and desires
of men. Things which satisfy some want have utility : and this
want or estimation is called walue.

As people feel new wants they make use of things which
they did not use before : they, therefore, give Value at one time
to things to which at another they do not.

When things are very abundant they feel the want of any
particular portion less, because they are not afraid of being
without it. On the contrary, when things grow scarce, they feel
the want more, because they may be without them altogether.
Hence it is these variations in wants that give rise to variations
in Value.

Hence all Value resides in the mind. But people have come
‘to regard Valué as an absolute Quality inherent in Things : and
the confusion of ideas is the source of bad reasoning. Value
is founded on estimation.

Condillac lays down, as a fundamental doctrine, ‘A thing
has not Value because it has cost much, as is commonly sup-
posed : but expense is bestowed upon it, because it has great
Value.

Condillac shows that all variations in Value or Price are
caused by variations in the Demand or the Supply of commodi-
ties : and, therefore, that there is no such thing as absolute
price. The price varies from market to market, and is always
settled by competition : and it is useless and dangerous to try
to prevent these variations.

Commerce is the Exchange of two things, and everything
which is exchanged is merchandise. Every article of merchan-
dise is the Price of the other. He supposes two things : first, a
superfluity of possessions on one part, and secondly a want on
the other., Agriculturists and other producers, however, cannot
always dispose of their surplus produce on the spot : there is,
therefore, need of another class of persons to carry it to where
it may be more profitably disposed of : and these persons are
called merchants. This gives rise to a greater number of ex-
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changes. Moreover, they give rise to Value : because if there
was no Demand for the surplus on the spot where it is given, it
would have no Value : but when they transport it to a place
where it is wanted, it acquires a Value.

In this manner, therefore, Commerce augments the mass of
riches. What then do merchants if, as is commonly said, an
exchange is an equal Value given for an equal Value? If that
were true, it would be useless to multiply exchanges : and there
would always be the same mass of xiches.

It is an error, however, to say that in an exchange the
Values are equal. On the contrary, each party gives less and
receives more. If they did not, there could be no gain on either
side. But both sides gain or ought to do so : because Value
has no reference except to our wants : and that which is more
to one is less to another, and reciprocally.

The source of the error is in supposing that things have an
absolute Value : and, therefore, that in an exchange they give
and receive an equal value. Each, however, gives less and re-
ceives more : because he gives what he wants less and receives
what he wants more. It is the surplus which furnishes the funds
for commerce : and this surplus becomes Wealth when it can
be exchanged for something,

If the surplus could not be exchanged, it would not be Wealth,
Merchants are the canals by which the surplus is carried off :
and thus they encourage husbandmen to grow more. A spring
which loses itself in the sands is not Wealth to me : but it be-
comes so if I make trenches to carry it to my meadows. The
spring is the surplus produce of the farmers ; the trench is the
merchant.

As the wants of men multiply they give rise to the arts, and
these increase the mass of Wealth, Each artisan increases the
mass of Wealth, or the abundance of things which have Value.
Hence husbandmen, artisans, and merchants augment the mass
of Wealth. It is, therefore, shown that Labour is a source of
Wealth.

Condillac then discusses wages, and shows why they differ
in different employments. He defends the right of property
and bequest, and discusses the nature and uses of money. He
says that the use of money as a measure of value has given rise
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to a confusion about Value. If men had continued to traffic by
way of barter, they would have clearly seen that they always
give less and receive more. But as soon as money was intro-
duced, they naturally thought that it was an exchange of equal
Values, because each was valued at an equal amount in money.

By means of money the respective Values of Quantities of
corn and wine may be measured, and then men see nothing in
their values except the money, which is their measure. All
other considerations are lost sight of, because the quantity is
the same; they think that each of the quantities is equal in
Value. Nevertheless, although a man gives a quantity of corn
valued at 10 ounces of silver, and receives a quantity of wine
valued also at 10 ounces of silver, it by no means follows that
the advantage of both parties is equal. Because if the corn is
absolutely necessary to one and the wine is not necessary to the
other, one has the advantage and the other not. The compara-
tive advantages of the parties are, therefore, to be estimated by
the intensity of their relative wants, and not by the absolute
amount in money.

The merchant buys things wholesale and sells in retail, and
receives back the price. Thus continual small sales replace the
sums spent in purchasing in gross, and when the replacement is
made, purchases are again made in gross to be replaced in
detail. Money is, therefore, always being scattered to be again
collected into reservoirs, as it were, from which it is again spread
by a multitude of small canals, which bring it back to its first
reservoir, whence it is again scattered, and to which it again re-
turns. This continual movement which collects it to scatter it,
and scatters it to collect it, is called Circulation. And this Cir-
culation manifestly means an exchange at each movement. If
there is no exchange it, is not Circulation. Mere transport of
money is not Circulation. In Circulation the money must, as it
were, transform itself into something else. Credit, however, is
used to a great extent instead of money, and performs the same
functions.

Condillac is sometimes classed as a Physiocrate, because he
says in one place that the earth is the source of all Wealth. He
also maintained the Physiocrate doctrine, that all taxation
. should be laid on the Produit Net, and that all taxation, however
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imposed, ultimately comes back on the rent of land. It is true
that there is this discrepancy of doctrine in one place: but
we have only to erase one or two sentences and all contradic-
tions disappear.

For he says that Economics is the Science of Commerce,
which is the exchange of two things, and everything which is
exchanged is merchandise. The generality of the definition
covers all new things which may be brought into commerce :
even though not at first contemplated by him. Thus Labour
and Rights are exchanged : and, therefore, they are merchandise
by his own doctrine.

Condillac’s work can by no means be considered as a com-
plete treatise ; and it requires immense development. It is
imperfect, but it is not self-contradictory, as Smith and Mill
are. It lays down the broad general outlines of Economics, or
of the Science of Commerce. He places the source of Value
in the human mind, or human wants and desires, or in
Demand; and having done so, he naturally shows that all
variations in Value depend on variations in Demand and
Supply. That is, as a Mathematician and a Physical Philoso-
pher, he never dreamt that there could be more than a single
general Theory of Value. He, as every Physicist who really
paid attention to the subject, would have been utterly aghast at
the notion that the science could be based on six or seven
fundamentally distinct Theories of Value, as Mill has done.

Smith’s work and Condillac’s were published in the same
year. Smith’s immediately obtained great celebrity : Con-
dillac’s was, as far as we are aware, quite neglected. Never-
theless the whirligig of time is ever bringing about its revenges;
for all the most advanced Economists in Europe and America
are now gravitating to the perception that Condillac’s is the
true conception of Economics. The beautiful clearness and
simplicity, the instinct of the true physicist, are visible through-
out. At length he will receive justice, and after the neglect
of a century he emerges as the true founder of modern
Economics.

2. Nor did the views of Adam Smith differ from this, because
though he speaks of the Production and Distribution of Wealth,
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yet that meant nothing but Commerce or Exchange, in Physio-
crate phraseology; and he expressly says that the purport of
his work is to investigate the principles which regulate the ex-
changeable value of cominodities. Consequently the first two
books of Smith are simply a treatise on Commerce such as it
is, M’Culloch, his editor, in his note on the first page says,
This science might, indeed, be called the Science of Values.

3. The next writer whom we know to have adopted this con-
ception was Whately, when Professor of Political Economy at
Oxford. He says—* A. Smith has designated his work 4 Trea-
tise on the Wealth of Nations, but this supplies only a name
for the subject matter, not for the science itself. The name I
should have preferred as the most descriptive and, on the whole,
least objectionable, is that of Catallactics, or the Science of
Exchanges.

‘Man might be defined “an animal that makes exchanges :”
no other even of those animals which in other points make the
nearest approach to rationality, having, to all appearance, the
least notion of bartering or in any way exchanging one thing
for another. And it in this point of view alone that man is
contemplated in Political Economy. This view does not essen-
tially differ from that of A. Smith ; since in this science the
term Wealth is limited to Exchangeable Commodities ;
and it treats of them so far forth only as they are, or are de-
signed to be, the subject of exchange. But for this reason, it is
perhaps the more convenient to describe Political Economy as
the Science of Exchanges, rather than as the Science of national
wealth, For the things themselves of which the science treats
are immediately removed from its province, if we remove the
possibility or the intention of making them the subject of ex-
change; and this though they may conduce in the highest
degree to happiness, which is the ultimate object for the sake
of which wealth is sought. A man, for instance, in a desert
iland like Alexander Selkirk, or the personage his adventures
are supposed to have suggested, Robinson Crusoe, is in a
situation of which Political Economy takes no cognizance ;
though he might figuratively be called rich, if abundantly sup-
plied with food, raiment, and various comforts ; and though
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he might have many commodities at hand, which would become
exchangeable, and would constitute him, strictly speaking, rich,
as soon as fresh settlers should arrive.

¢ In like manner a musical talent, which is Wealth to a pro-
fessional performer, who makes the exercise of it a subject of
exchange, is not so to one of superior rank, who could not
without degradation so employ it. It is in this last sense,
therefore, though a source of enjoyment, out of the pale of
Political Economy.’

Thus Whately expressly classes Labour of all sorts as
Wealth ; and he also notices one kind of Right, namely, Copy-
right, as Exchangeable property: ‘In many cases where an
exchange really takes place the fact is liable (till the attention
is called to it) to be overlooked, in consequence of our not
seeing any actual transfer from hand to hand of a material
object. For instance, when the copyright of a book is sold to
a bookseller, the article transferred is not the mere paper
covered with writing, but the exclusive grivilege of printing and
publishing. It is- plain, however, on a moment’s thought that
the transaction is as real an exchange as that which takes place
between the bookseller and his customers who buy copies of
the work. The payment of rent for land is a transaction of a
similar kind ; for, though the land itself is a material object, it
it is not this that is parted with to the tenant, but the Right to
till it, or to make use of it in some other specified manner.
Sometimes, for instance, rent is paid for a Right of Way
through another’s field ; or for liberty to erect a booth during
a fair, or to race, or exercise horses. . . . This, by the way,
evinces the impropriety of limiting the term Wealth to material
objects.” Thus Whately distinctly recognises the existence of
the three orders of Exchangeable Quantities.

4. Ricardo adopted substantially the same view : because,
though he calls his work on the Production and Distribution of
‘Wealth, yet it is nothing more than a treatise on the Value or
Prices of certain commodities. Quite unscientific, it is true,
and only confined to a very small part of the subject ; but yet
the general idea is the same.

8. The next writer who adopted this conception was Frede-

.
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rick Bastiat. Hesays—¢ Exchange is Political Economy. . . .
- ¢ The causes, the effects, the Laws of these Exchanges consti-
tute Political Economy.”’ And, speaking of persons rendering
each other services, he says—‘There true Political Economy
begins, because it is there we see the first appearance of Value.

. It is this Exchange of services which is the subject
matter of Political Economy. Economic Science is comprised
in the word walue, of which it is the long explanation.’

6. The later school of American Economists since Carey
have been more or less drifting towards this conception of the
science ; but Professor Arthur Latham Perry has adopted it
pure and simple. He says—¢ Political Economy is the Science
of Exchanges, or, what is exactly equivalent, the Science of
Value’ ¢So far as men satisfy their own wants by their own
efforts without exchange they stand outside the pale of the
science. Under these circumstances the idea of Value could
neither have birth nor being; and of course there could be no
such thing as a Science of Value” . .. ¢ The only one which
seems to the present writer to be exactly right is the definition
given by Archbishop Whately, namely, the Science of Ex-
changes. This definition, or its precise equivalent, the Science
of Value, gives a perfectly definite field to Political Economy.
Wherever Value goes this science goes, and where Value stops
this Science stops. Political Economy is the Science of Value
and nothing else.’ ¢ This definition is drawing to itself the most
recent investigators in France, England, and America : and the
scientific development of it has already put Political Economy
into a new and better posture.’

7. In 1863 M. Rouher, when Minister of Commerce and Agri-
culture under the French Empire, directed M. Richelot, one of
the chiefs of departments in his Ministry, to draw up a Report
on those of our works which were then published, in a Volume
entitled ‘Une Révolution in Economie Politique,” which he
caused to be distributed to all the Chambers of Commerce in
France. The following are some extracts from this work :—

‘ The object of the present exposition is neither more nor
less than a revolution in the science of Political Economy. . . .
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¢ A series of scientific discoveries has just passed under the
eyes of our readers. A new definition, clear and rigorous, of
Political Economy has been substituted for one vague and in-
sufficient. The most important word in the science, Value,
has been explained with perfect clearness, and the errors which
had obscured it refuted peremptorily. The domain of Wealth
has been enriched by a new series of elements, which until now
had escaped the attention of Economists. The Law of Supply
and Demand, discovered long ago, but which until now had
remained vague and sterile, even misunderstood, has become
living and fruitful as the General Law of Prices, as the supreme
Law of Political Economy, and it has been verified by a happy
and decisive application to all Economic phenomena; to the
case of the definitive sale as well as to the sale for a period, or
the use of things, rent, hire, wages, interest. The true meaning
of money bas been faithfully explained, in such a way as to
satisfy the scientific requirements of our age. The definition of
Capital has been reduced to a simple and intelligible formula
which suits it. For the first time Credit, which has hitherto
been despised, has been appreciated in all its importance, and
has come to join its immense resources to Capital. The Pro-
duction and Consumption of Wealth have been disengaged from
foreign elements, and reduced to Supply and Demand in view
of Exchanges.

‘These great innovations, after having been explained in
succession, have been controlled and placed beyond all question
by the employment of the methods approved and adopted in
the sciences already recognised as exact.

¢ All this amply justifies the title inscribed on this work—a
Revolution in Political Economy.

And this view has now become general among the most re-
cent and advanced Economists in Europe, who are too numerous
to name, that Pure Economics is nothing but the Science of
Exchanges. .
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General Characteristics of the Three Schools of Modern
Economists

8. To impress the subject more clearly on the mind of the
student, we may recapitulate the broad general characteristics of
the doctrines of ancient writers, and the three modern Schools
of Economists.

Ancient writers unanimously held that the sole essence and
principle of Wealth is Exchangeability ; and they showed that
there are three distinct orders of Exchangeable Quantities :
(1) Material things ; (2) Labour ; (3) Rights of various kinds.

All these three orders of Quantities they termed Pecunia,
Res, Bona, Merx, xpipara, dyaa, mpdypara, &c.

The Physiocrates, or first school of modern Economists, re-
stricted the term Wealth to the maferial products of the earth
which are brought into commerce and exchanged.

They expressly excluded Labour and Rights from the term
Wealth,

They originated the expression, the ¢Production, Distribu-
tion, and Consumption of Wealth, which phrase is one and
indivisible, and meant the Commerce or the Exchange of the
material products of the earth, and those only.

Thus they only recognised and considered one kind of ex-
change ; and they alleged that all Exchanges are of products
against products.

The second school of Economists adopted the definition
¢ Production, Distribution, and Consumption of Wealth,” or some
variation of it, as the definition of Political Economy ; but they
all expressly include Labour under the title of Wealth or as a
vendible commodity. ]

They also admit one class of Rights, such as Bank Notes
and Bills of Exchange, which are Credit as Capital ; but they
omit all other forms of this order of Quantities.

They treat only of the exchange of products against pro-
ducts, products against services, and of services against ser-
vices : that is, they treat only of the exchange of two sorts of
quantities (while admitting the existence of the third), and of
three kinds of exchange.
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The third school of Economists adopt the alternative and
equivalent expression, Science of Commerce or Exchanges ; and
adopt the definition of Wealth as anything whatever which is
Exchangeable, or which can be bought and sold ; and include
all the three orders of Exchangeable Quantities, as the ancient
writers unanimously did ; and introduce the whole mass of In-
" corporeal Property into the science ; and thus show that there
are six different kinds of Exchange, which comprehends all
Commerce in its widest extent, and in all its varieties ; and for
the first time brings the subject of Credit and Banking within
the domain of the Science.

It has therefore been shown that the term ¢ Production, Dis-
tribution, and Consumption of Wealth,’ means simply the Theory
of the Value of o7¢ class of quantities only, namely the material
products of the earth ; while the science of Exchanges means
the Theory of Value in general, and includes all the #zr¢e orders
of Exchangeable Quantities and all the six distinct kinds of
Exchange ; and, when the question is brought to this simple
issue, can there be the least hesitation as to which is the best
conception ?

Adopting, then, this conception of the Science of Economics,
which is clearly seen to be merely the generalisation of the ideas
of the two preceding schools, and which must commend itself to
every one accustomed to the study of other sciences, we have a
distinct body of phenomena all based upon a single idea, and
therefore fitted to form a great demonstrative science of the
same rank as Mechanics or Optics, or any other Physical
Science. Another great body of particulars is won from the
vague, floating, and uncertain mass of knowledge, won from
the void and formless infinite, and fixed and circumscribed by
a definition, and formed into a great Inductive Science, whose
investigations must be governed by the same general principles
of Inductive Logic, as others are, and yet will be found to con-
tribute its quota to Inductive Logic, bearing a general similarity
to its sister sciences, and yet with peculiarities of its own.

Facies non omnibus una
Nec diversa tamen : qualis decet esse sororum.

And as Quantities of such diverse natures as men, cattle of
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all sorts, the wind, gravity, gunpowder, steam, &c., are all
included in the science of dynamics because they all exert force,
whose effects can be measured numerically, and dynamics
regards them simply as forces, wholly irrespective of any other
Qualities they may possess : so we see how Quantities of such *
diverse natures as money, houses, lands, debts, men, copyrights,
cattle, the funds, sciences, clothes, labour, and rights of all sorts
are all included in the science of Economics, because they have
all the Quality of Exchangeability, or the capability of being
bought and sold : and Economics regards them only in respect
of this Quality, wholly irrespective of any other Qualities they
may possess. Thus we see the true field of the science: an
Economist is one who reasons about the Laws of Value.

Examples to show the Superiority of the Definition adopted
by the Third School of Economists

9. A few examples will show the superiority of the definition
of Economics as the Science of Exchanges over that of the .
¢ Production, Distribution, and Consumption of Wealth,” which
was only meant to apply to the exchanges of the material pro-
ducts of the earth.

In the first place, the land itself is a saleable commodity.
The land on which a town is built has a great Value; and is
bought and sold : it may be exchanged : but how is that the
Productinn, Distribution, and Consumption of Wealth ?

Labour itself is a valuable commodity : it has Value : and
the whole of the Second School of Economists discuss the laws
relating to the Value of the Commodity Labour, just as that of
a material chattel : it is therefore an Exchange : but how is it
the Production, Distribution, and Consumption of Wealth?

An author writes a successful work : the copyright of it can
be bought and sold : it has Value: it may be exchanged : but
how is it the Production, Distribution, and Consumption of
Wealth?

A person invents a successful machine : the Patent of it has
Value : it may be bought and sold: it is an exchange : but
how is it the Production, Distribution, and Consumption of
Wealth?
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The Funds are a valuable property : they may be bought
and sold : it is an Exchange : but how is it the Production,
Distribution, and Consumption of Wealth ?

Shares in commercial companies have Value : they may be
bought and sold : it is an Exchange : but how is it the Produc-
tion, Distribution, and Consumption of Wealth?

An Advowson is a valuable commodity : it may be bought
and sold : but how is that the Production, Distribution, and
Consumption of Wealth?

A banker discounts a Bill of Exchange by giving in exchange
for it a Credit on his books : that is an Exchange: it is an
instance of Value: but how is it the Production, Distribution,
and Consumption of Wealth?

And innumerable other examples will suggest themselves to
the student.

Economics 75 2 Physical Science

10. Having now got a clear and distinctconception of the
science of Economics, we see at once how it is a Physical
Science. What is there in the name of the ¢ Production, Dis-
tribution, and Consumption of Wealth’ to suggest any resem-
blance to a Physical Science? But as soon as we adopt the
alternative and equivalent definition of the science as the
Science of Exchanges or of Commerce, we see at once how it is
a Physical Science. Becanse there being #47ee orders of Ex-
changeable Quantities, and therefore six species of Exchanges,
the object of the science is to determine the Laws of the phe-
nomena of these Exchanges—that is, to determine the Laws
which govern the changes in their numerical relations of ex-
change. Hence we have a new order of Variable Quantities :
and the Laws which govern this new order of Variable
Quantities must be in strict harmony with the Laws which
govern the relations of Variable Quantities in general. The
same general principles of reasoning which govern the varying
relations of the stars in their courses must govern the varying
relations of Economic Quantities. It is now universally ad-
mitted that Economics is to be constructed on principles
analogous to those of a Physical Science. Astronomy is the
Physical Science which is the type of Economics. The

1. K



130 Elements of Economics BK. L

Astronomer sees a vast number of heavenly bodies moving in
all sorts of directions—sometimes advancing, sometimes appa-
rently stationary, sometimes retrograding—and his object is to
discover a single general Law, which accounts for and governs
all these varying relations. So the Economist sees a multitude
of Quantities constantly changing their numerical relations to
each other, and his object is to discover a single general Law
which governs all these varying relations. Like Astronomy,
Economics is a pure science of ratios.

And the analogy between Astronomy and Economics may
be still further shown. Some persons consider that it is not
sufficient to say that Value originates in Demand : but that the
Economist should go further and investigate the cause of
Demand. But that would be a great error : it would introduce
the whole of Psychology into Economics. An Economist, gud
Economist, has no more to do with the causes which produce
Demand, than an Astronomer, gud Astrenomer, has to do with
the cause of Gravity. So also an Econemist, g#d Economist,
has nothing to do with the processes of agriculture and manu-
facturers any more than the Astronomer, g#@ Astronomer, has
to do with the methods by which the heavenly bodies were
formed. The Astronomer finds his Force, which is Gravity,
and certain material bodies upoen which it acts : the Economist
finds his Force, which is Demand, and certain Quantities upon
which it acts : the business of the Astronemer is to determine
the Laws of the phenomena of the motions of the heavenly
bedies, in their varying relations to each other : that defines
and limits his science. The business-of the Economist is to de-
termine the Laws of the phenomena of Exchanges, or the vary-
ing relations of Economic Quantities : ithat defines and limits
his science : each is a pure science of Variable Quantities.

Thus it is clearly seen to be a Physical Science : but it is
-ulse a Moral Science : because its Laws are based upon the mores
—the 6p—of men. For we find that the same general laws of
-exchange hold good among ameng all nations, among the
rudest and the most civilised in all ages and countries. We
find that the same causes are mvariably followed by the same
effects : and that is the reason why Economics may be raised to
the rank of an exact :science: a permanent and universal
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science of the same nature as the Physical ones : because it is
based upon principles of human nature which are found to be
as permanent and universal as those of the physical substances
upon which the Physical Sciences are based. And therefore it
is a Physical Moral Science, and the only Moral Science which
is capable of being raised to the rank of an exact science.

On the Best Name [for the Science

11. Having thus got a clear and distinct Science, the next
thing is to consider and determine what is the best name for it.
‘We have already seen how the term Political Economy became
attached to the science of the ¢ Production, Distribution, and
Consumption of Wealth,’ or of Commerce or Exchanges. But
all Economists are now anxious to get rid of this term as
cumbrous and misleading, and various other designations have
been proposed. Whately proposed Catallactics : others have
proposed Plutology or Chrematology. These and various other
names which have been proposed are in themselves unexcep-
tionable, and, if the science had been a new creation, might
very well have been adopted. But under present circumstances
these changes are too violent to be readily received. The name
by which a science is called is of very little importance : the
real requisite is that its nature and objects should be clearly
defined. There is no advantage to be gained by changing the
name of a science which has once acquired a firm hold in
popular usage, even though that name would probably not have
been the best that might have been selected if the science were
a new creation. There are few sciences which have not under-
gone a great extension or alteration of what the meanings
of their names would suggest. Plato long ago laughed at
the idea of calling the science which treats of the motion of
the heavenly bodies, Geometry. Yet Geom#try has retained its
name from that day to this: and the French call a great
analyst a great Geometer. Trigonometry has long expanded
beyond the measuring of triangles. Who could tell what -
Chemistry or Electricity meant by their names? In ancient
times Music meant all the liberal studies : in modern times it
is restricted to the modulation of sounds.

K 2.
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The name of Political Economy, or Economic Science, is so
firmly rooted in the public mind that no advantage would be
got by changing it ; and, furthermore, there is no reason for
changing it, as the true character of the science is expressed in
its very name. It is often supposed that olkos in Greek means
a house, and that an Economist is the master of a house. But
olkos has a more extensive meaning than that of a house only.
Throughout the whole range of Greek literature, from Homer to
Ammonius, olkos means Property, or Estate of every description.
Thus not only houses, lands, money, corn, timber, &c., are a
man’s olkos ; but also all such Property as Bank Notes, Bills of
Exchange, the Funds, Shares in Commercial Companies, Copy-
rights, &c. &c.

Thus Homer says :

karédovat Pualws
olkov *O8uaaijos, Tov & odkére pact véeabar,

They forcibly devour the substance of Ulysses, who they say
will never return.

Also : éalieral pot olkos,

My Property is being devoured.

And in the Odyssey olkos is used in numerous passages as
equivalent with xpspa and Bioros.

Herodotus says : kai ofkov Toi marpds Suapopnbévra,

And the Property of your father wasted away.

Demosthenes says : olkot 8trAdaiot kal Tpurhdoioe yeydvaos,

Their fortunes have doubled and tripled.

In the Economicus of Xenophon, Socrates expressly points
out the distinction between olkos and oikia, the latter being the
house only, and the former all a man’s substance or estate. But
in later times oixia also acquired this extended meaning.

So Ammonius says : olkos Aéyeras ) mdga oboia.

olkos means all Property.

Olkos was the technical term in Attic Law to denote a man’s
whole substance or estate.

Hence Economics is the most apt and fitting term which
could be chosen to denote the Science which treats of the Ex-
changes of property. Moreover the Physiocrates called their
science ¢ Economical Philosophy,” and Condillac expressly de-
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fined ¢ Economic Science,’ or ¢ Economics,’ to be the Science of
Commerce.

Hence we do not propose to make any change at all in the
name of the science. Both the terms ¢ Political Economy’ and
¢ Economic Science,’ or ¢ Economics,’ are in common use, and
it seems better to discontinue that name, which is liable to mis-
interpretation, and which seems to relate to politics, and to
adhere to that one which most clearly defines its nature and ex-
tent, and is most analogous to the names of other sciences. We
shall, therefore, henceforth discontinue the use of the term
Political Economy, and adhere to that of Bconomics. Econo-
mics, then, is simply the Science of Exchanges, or of Commerce,
in its widest extent and in all its forms and varieties; it is
sometimes called the Science of Wealth, or the Theory of Value,

The definition of the Science which we offer is—

Economics s the Science which treats of the Laws whick
govern the velations of Exchangeable Quantities.

And the late distinguished Economist, M. Michel Chevalier,
did us the honour to say that in his opinion this is the best defi-
nition of the science that has yet been proposed ; and he adopted
our Principles of Economical Philosophy as his text-book at the
Collége de France, and wrote to us: ‘It is your book which
serves me as the guide for all the philosophy of my teaching at
the Collége de France.’
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Know well then that worthy and godlike is the zeal with
which you rush upon Definitions. Apply yourself to it, and
practise it while yet you are a novice—all the more because it
seems useless, and is called trifling by the vulgar : for if you do
not, the truth will escape you.—PLATO.
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He (Socrates) wished to reason systematically, and therefore
he tried to establish Definitions : for Definitions are the basis
of systematic reasoning.—ARISTOTLE.

Every man who aspires to true knowledge should examine
the Definitions of former authors, and either correct them, or
make them anew.—HOBBES.

Definitiones enim et partitiones, et horum luminibus utens
oratio : tum similitudines, dissimilitudines, et earum tenuis et
acuta distinctio, fidentium est hominum, illa vera et firma et
certa esse qua tutentur.

For Definitions and divisions, and a discourse which employs
these ornaments, and also similarities and dissimilarities, and
the subtle and fine-drawn distinctions between them, belong to
men who are confident that the arguments which they are up-
holding are true, and firm, and certain.—CICERO.

The mixture of those things by speech which are by nature
divided is the mother of all error.—HOOKER.



CHAPTER 1
ON THE FUNDAMENTAL CONCEPTIONS OF ECONOMICS

Meaning of the term Economics

1. Boonomies is the Science which treats of the Principles
and Mechanism of Exchanges, or of Commerce, in its widest
extent, and in all its forms and varieties.

The term Economics is compounded of the Greek words
olkos and vépos.

Olkos in Greek means Property of every sort and descrip-
tion. It is the technical term in Attic law for a person’s whole
substance and estate, and includes, not only such Property as
lands, houses, cattle, timber, corn, money, jewels, &c., and all
material property, but also all such Property as Bank notes,
bills of exchange, debts, the funds, shares in commercial com-
panies, copyrights, patents, &c., which in law are termed Incor-
poreal Property.

Ndpos in Greek means a Law,

Hence Economics is the Science which treats of the Laws
which govern the relations of Exchangeable Quantities ; or the
Principles of Commerce : or the Theory of Value. It is some-
times called the Science of Wealth.

On the Definition of Wealth 07 of an Bconomic Quantity

2. Ancient writers unanimously held that Exchangeability
is the sole essence and principle of Wealth : i.e. the capability
of being bought and sold : and that everything whatever which
can be bought and sold, or exchanged, is Wrealth, whatever its
nature may be.

Thus Aristotle says :—

Xpipara 3¢ Aéyopev wdvra Sowy 1) dfia vopiopars perpeiras,
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¢ And we call Wrealth all things whose Value is measured
by Money.’

So the eminent Roman Jurist Ulpian says :—‘ Ea enim Res
est qua emi et venire potest.’

¢ For that is Wrealth whick can be bought and sold.

The most recent Economists agree in this definition. Thus
Mill says :—¢ Everything, therefore, forms a part of Wealth
which has a Power of Purchasing.’

This is the definition which we adopt as the basis of the
Science.

A Quantity means anything whatever which can be mea-
sured : hence an Economic Quantity means anytking whatever
whose Value can be measured in Money.

The sole criterion then of anything being Wealth is—Can it
be bought and sold? Can it be exchanged separately and in-
dependently of anything else? Can it be Valued in Money ?

This criterion may seem very simple : but, in fact, to apply
it properly : to discern what is and what is not separate and
independent Exchangeable Property, requires a thorough know-
ledge of some of the most abstruse branches of Law and Com-
merce.

On the Three 8pecies of Wealth or of Beconomic Quantities

3. Adopting then the definition of Wealth, or of an Econo-
mic Quantity, as Anything whatever which can be bought and
sold, or exchanged, or whose Value can be measured in Money,
which, from its generality, is evidently fitted to form the basis of
a great Science, we have next to discover how many distinct
orders or Species of Quantities there are which satisfy this
definition ; or which can be bought and sold, or exchanged.

1. Material or Corporeal Things. There are material
things, such as lands, houses, money, corn, timber, cattle, and
herds of all sorts, jewelry, minerals, and innumerable things of
this nature which can be bought and sold, and whose Value is
measured in money.

I1. Immaterial Wealth. A person may sell his Labour or
Services in many capacities for money, such as a ploughman,
an artisan, a carpenter, or as a physician, an advocate, an en-
gineer, an actor, or a soldier : and when he receives a definite
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sum of money for such Labour or Service its Value is measured
in money, as precisely as if it were a material chattel.

We have already cited in a previous chapter the Dialogue
called the Eryxias to show that Labour of any sort which is
paid for is Wrealth, for the very same reason that gold and
silver are Wealth.

We have also shown that Smith expressly classes the natural
and acquired abilities of the people as Wealth : and he says:—
¢ The Property which every man has in his own Labour, as it is
the original foundation of all other property, so it is the most
sacred and inviolable. The patrimony of a poor man lies in
the strength and dexterity of his hands.’

J. B. Say aptly gave the name of Immaterial Products to
Labour and Services—‘He who has acquired a talent at the
price of an annual sacrifice enjoys an accumulated Capital : and
this Wealth, though IXmmaterial, is, nevertheless so little
fictitious, that he daily exchanges the exercise of his art for gold
and silver—¢ Since it has been proved that Immaterial Pro-
perty, such as Talents and aequired Personal Abilities, form an
integral part of Social Wealth.’

So again—* You see that Utility, under whatever form it
presents itself, is the source of the value of things : and what
may surprise you is that,this Utility can be created, can have
Value, and become the subject of exchange, without being incor-
porated in any material object. A manufacturer of glass places
Value in sand : a manufacturer of cloth places it in wool : but
a physician sells a Utility without being ineorporated in any
matter. This Utility is truly the fruit of his studies, his Iabour,
and his capital. We buy it in buying his opinion. Itis a real
product, but Tmmaterial’

Senior also has a long and eloquent passage to maintain that
Xnowledge is Wealth, which we regret is too long to be
inserted here.

So Mill says—¢ The skill and the energy, and the persever-
ance of the artisans of a country, are reckoned part of its Wealth
no less than their tools and machinery’—¢ Acquired capacities
which exist only as a means, and have been called into exist-
ence by labour, fall exactly, as it seems to me, within that desig-
nation.’
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1I11. Incorporeal Wealth. We have already seen that
there are vast masses of Property which exist only in the form
of abstract Rights, quite separate and severed from any material
substances, which can all be bought and sold, and whose Value
can be measured in money, exactly like that of any material
chattel ; which are all classed under the terms Pecunia, Res,
Bona, Merx, in Roman Law; and under the terms xpsj-
para, oixos, mpdypara, dyabd, wepiovaia, mhoiros, dpopus), in Greek
Law: and as we shall see, under ‘Goods and Chattels’ in
English Law: and therefore must be classed under the term
Wealth in Economics.

4. And this species of Property has exactly the same
varieties as material substances. Some kinds of it are immov-
able like land : some may be carried about like a material
chattel : it may be donated or bequeathed : it may be bought
and sold and traded with : and some kinds may be exported
and imported and transmitted from country to country exactly
like any other merchandise.

5. We have therefore found three distinct Orders of Quan~
tities which can be bought and sold, or exchanged : and there-
fore which satisfy the definition of Wealth. And reflection will
show that there is nothing which can be bought and sold which
does not fall under one of these three orders of Quantities.
Hence there are three orders of Quantities, and only three,
which satisfy the definition of Wealth : and these may be sym-
bolised by the terms »omey, Labour, and Credit : Money
being taken as the type of all Material things : Labour as the
type of Services of all sorts : and Credit as the type of Rights of
all sorts. These are the materials of which all Commerce
consists : and all Exchanges, that is all Commerce, consist of
the exchanges of these three orders of Quantities.

Commerce or Bconomios consists of 8ix distinct kinds of
Ezxchange
6. There being then three, and only three, distinct orders of
Exchangeable Quantities, Commerce consists in their exchanges.
And as these three orders of Quantities can be combined two
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and two in 8ix different ways, it follows that Commerce in its
widest extent consists of 8ix distinct kinds of exchange : these
are—

1. The exchange of a Material thing for a Material thing.—
Such as so much corn, cattle, or land for so much gold.

2, The exchange of a Material thing for Labour or a Ser-
vice.—As when gold or silver money is given as wages, fees, or
salary for services done.

3. The exchange of a Material thing for a Right—as when
gold money is given in exchange for the funds, or a Copyright,
or Bill of Exchange.

4. The exchange of Labour for Labour—as when persons
agree to exchange one kind of Labour for another kind of
Labour.

5. The exchange of Labour for a Right—as when wages or
salaries are paid in bank notes.

6. The exchange of one Right for another Right—as when
a Banker buys a Bill of exchange, which is a Right, by giving
in exchange for it a Credit in his books, which is another
Right.

These Six kinds of exchange comprehend all Commerce in
its widest extent and in all its varieties. They constitute the
great Science of Pure Beonomies, or the Science which treats
of the Exchanges of Property, which is the subject matter of
this Book. .

On the Meaning of the word Property

7. Economic, or Exchangeable, Quantities are therefore of
three distinct orders, (1) Material things : (2) Labour or Services :
(3) Rights: typified by the terms Money, Labour, and Credit.
The next thing to be done is to find a general term which will
include them all: and this general term we shall find in the
word Property. And when we understand the true meaning
of the word Property, it will throw a blaze of light over the
whole science of Economics: and clear up all difficulties to
which the word Wealth has given rise: in fact, the meaning of
the word Property is the key to all Economics.

Most persons, when they hear the word Property, think of
some material things, such as lands, houses, money, corn, cattle,
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&c. But that is not the true and original meaning of the word
Property.

Property in its true and original meaning is not any material
substance, but the absolute Right to something.

In early Roman jurisprudence a man’s possessions were
called Manecipium, because they were supposed to be acquired
by the strong hand in war : and if not retained with a very firm
grasp would probably be lost again. The same word Mancipium
was applied not only to the things themselves, but to the abso-
lute ownership in them. Thus Lucretius says—

Vitaque Mancipio nulli datur, omnibus usu.

CAnd Life is given in absolute ownership to none, but only
as a Loan to all’

In process of time a new word came into use. All the
possessions of the family (domus) belonged to the family as a
whole : but the head of the house, Dominus, alone exercised all
Rights over them. He alone had the absolute ownership of his
familia, and all its possessions. Hence this Right was termed
Dominium : and Dominium was always used in Roman Law
to denote absolute ownership.

In the time of the early Emperors the extreme rigour of the
Patria Potestas was relaxed : and in some cases individual
members of the family were allowed to have Rights to possessions -
independently of the head of the house and its other members :
and this Right was termed Proprietas.

The strict rigour of the Patria Potestas began gradually to
be relaxed when the Dominus granted the exclusive Right to
certain things to his sons or slaves. This was termed Peculium.

The early Emperors Augustus, Nero, and Trajan enacted
that the sons of a family might possess in their own Right and
dispose of by will, as if they were Dowmini, what they acquired
in war. This was called Castrense Peculium. This Right of
holding possessions independently of the other members of the
family was considerably extended by subsequent Emperors:
and it was termed Proprietas.

Proprietas therefore in Roman Law meant the absolute and
exclusive Right which a person had to anything independently
of anyoneelse: and was synonymous with Dowznium. ¢ Pro-
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prietas id est Dominium,’ says Neratius, a jurist of the time of
Hadrian.

Thus Gaius says—‘Non solum autem Proprietas nec eos
quos in potestate habemus adquiritur nobis.’

¢ Not only therefore do we acquire absolute Property by means

of those, &oc) .

) See also Justinian—¢ Transfert Proprietatem mercium.’

¢ Transfers the Properly in the goods.’

And in other instances too numerous to quote.

Thus the word Proprietas in Roman Law never meant a
material thing, but the absolute Right to it; the thing itself
was Materia.

The word Property in Englisk properly means a Right and
no! a Thing

8. So in English the word Property was always originally
used to mean a Right, and not a Thing. Thus grand old
Wycliffe says—¢ They will have Property of ghostly goods where
rio Property may be: and leave Property in worldly goods
where Christian men may have Property.’

So Bacon invariably uses the word Property to mean a Right
and not a Thing. He says one of the uses of the Law ‘is to
dispose of the Property of their goods and chattels” He ex-
plains the various methods by which ¢ Property in goods and
chattels may be acquired.’” So he speaks of the ¢ Property or
Interest of a timber tree:’ and in many other passages.

Property, then, in its true and original sense, means solely a
Right, Title, Interest, or Ownership: and consequently to-call
material things like lands, houses, money, cattle, &c., Property,
is as great an absurdity as to call them Right, Title, Interest,
or Ownership. Neither Bacon, nor, as far as we are aware,
does any writer of his period call material goods Property :
such a use of the word is quite a modern corruption, and we
cannot say when it began.

Every jurist knows that the true meaning of the word Pro-
perty is a Right. Thus Erskine says—¢ The sovereign or real
Right is that of Property, which is the Right of using and dis-
posing a subject as our own, except in so far as we are re-
strained by law or paction.’
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So Lord Mackenzie says—¢ Progerty is the Right to the
absolute use, enjoyment, and disposal of a thing without any
restraint except what is imposed on the owner by Law or
Paction.’ ' :

And this meaning of Property Las been recognised by
Economists as well as by jurists. Thus Mercier de la Rivi¢re,
one of the most eminent of the Physiocrates, says—‘ Property
is nothing but the Right to enjoy.” ¢Itis seen that there is but
one Right of Property : that is a Right in a person : but which
changes its name according to the nature of the object to which
it is applied.’

Thus Landed Property: Funded Property: House Pro-
perty : Real Property : Personal Property : Literary Property :
mean Rights to Land : Rights to Houses : Rights to Realty :
Rights to Personalty : Rights to payments from the nation :
Rights to the profits from literature and art : and so on.

On Right of Property and Right of Possession

9. But though all Property is a Right, it must be observed
that all Rights are not Property.

There is an essential distinction between the mere Right of
Possession and the Right of Property.

Thus where a man lends another his horse, or a book, or a
picture : or delivers goods to him as a common carrier, to be
conveyed from one place to another: or deposits goods or
valuables with him as a warehouseman for the mere purpose of
being safely kept : or by way of pledge, hypothec, or lien : or
hires a horse, or house, or furniture : or finds valuable goods :
in all these cases the person has the mere Right of Possession
of the goods : and he can bring an action against any one who
wrongfully deprives him of their possession. But he has no
Right to use the goods in any way except in the way and for
the specific purpose for which they are delivered to him. He
has, therefore, only a specific Right to them: but not the
absolute ownership in them to deal with them in any way he
pleases.

10. The word Property means absolute, entire, and ex-
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clusive ownership : it is the absolute Right to deal with the
goods in any way the Proprietor pleases.

‘Property comprehends the Fus ulendi, possidends, fruends,
abutendi, et vindicandi : or the Right of possession : the Right
of using the thing in any way : the Right of appropriating any
fruit or profit from it : the Right of alienating or destroying it :
and the Right of reclaiming it if found in the wrongful posses-
sion of any one else.

The word Property or Dominion then does not mean a
single Right: but an aggregate or bundle of Rights : it com-
prehends the totality of Rights which can be exercised over
anything.

On the Meaning of Persona and Res in Roman Law

11. It will be very useful to understand clearly the meaning
of Persona and Res in Roman Law’

The word Persona means any single person, or any society
of persons, who can enjoy and exercise Rights. Thus in a
partnership each individual member is a Persona : and also the
partnership itself is a Persona quite distinct from its individual
members. Hence each member of the partnership can have
dealings with, and buy and sell with, the partnership as a sepa-
rate individual.

So a Joint Stock Company is a Persona : and when the indi-
vidual members pay their money as Capital to the company,
. the property in it is gone from them and vests in the company :
and what they receive in exchange for their money is the Right
to share in the Profits made by the company in the proportion
in which they have contributed Capital. A shareholder in a
Joint Stock Bank banks with the bank as a separate person.

So the State is a Persona separate and distinct from the
citizens : and private persons can lend money to the State, and
receive in exchange for it the Right to demand a series of
annual payments. These Rights in common language are called
the Funds.

- The Parson of a parish is the Persona, or Person, who has
the Right to certain dues for performing religious services : and
this Right is termed a Benefice.

Thus a Persona may be defined to be a centre of Rights.

I L
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Many individual men may make up one Persona: and also a
single individual may be several Personez. Thus a man may
be executor of one person: guardian of another: trustee of
another : in each of these he is a separate Persona or Character,
with a distinct set of Rights and Duties, and he may traffic or
buy and sell or exchange with himself in these separate persone
or characters. Hence all exchanges take place among separate
persone.

12. And as Persona means any body, single or corporate,
which can enjoy rights, so Res means anything whatever which
can be the subject of a Right. Thus, not only Material things
are Res, but also human actions or labour. If I hire a work-
man to do so much labour of any sort for me, I have the Right
to have that Labour performed, and therefore that Labour is a
Res. *

So if I have the Right to demand a sum of money from a
person at a future time, that Right is a Res: or the Right to
share in any profits of any sort at a future time.

A Right to some specific material object which has already
come into possession is termed Res Corporalis: a mere ab-
stract Right to something which will only come into possession
at some future time is termed a Res Incorporalis. In modern
times these Incorporeal Rights have attained enormous magni-
tude, and increased at a much greater ratio than Corporeal
Property. But as each of these different kinds of Right can
be bought and sold, or exchanged, or their Valwe can be
measured in money, they are each equally classed under the
terms Pecunia, Res, Bona, Merx,in Roman Law : olkos, xprjpara
dyaba, doppi), mhoiros, mepwvuaia in Greek Law: goods and
chattels in English Law : and Wealth in Economics.

On several words in English Law which mean Rights
and no! Things !

13. We have seen that the true and original meaning of the
word Property is a Right and not a Thing.

There are besides a considerable number of words in Eng-
lish Law which are frequently used in common parlance to
mean Things, but in reality mean Rights.
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Thus, when a nobleman or gentleman has a large Bstate, it
is popularly supposed that he has the Property in a large
quantity of land ; and the Land is supposed to be his Estate,
That, however, is a complete error. In the first place, as Mr.
Williams says—* The first thing the student has to do is to get
rid of the idea of absolute ownership. Such an idea is quite
unknown to English Law. No man is in law the absolute
owner of lands. He can only hold an mstate in them.

Absolute Property in land is termed allodial. In the Roman
empire the owners of land held it in absolute Property or Do-
minium, without any superior. And before the Conquest this
was the case in England as well as in other countries. Wherever
Roman Law prevailed the land was equally divided among a
man’s children at his death, the same as his movable goods,
This was the origin of the small properties in France, which so
many believe was the consequence of the French Revolution.
Whereas the fact is that this law was inherited from the Roman
empire, and it applied to all refurier land. But all feudal land
was taken out of its operation, and subjected to the law of pri-
mogeniture. What the French Revolution did was te re-estab-
lish the law of equal partition in regard to feudal land. The
law of equal division also prevailed in England, and it is sup-
posed that the multitudinous hedgerows which in many parts ot
the country used to divide the land into so many minute patches,
but which are fast disappearing before improvements in agri-
culture, were the consequences of this law.

Feudal tenure had to a certain extent been introduced into
England before the Conquest. But William JI. assumed the
absolute Property of all the lands in England, except Church
lands, and the county of Kent, for the Crown. He made a
composition with the men of Kent to maintain their ancient
customs : so that land in Kent remains as formerly divisible
equally among the family. This is called the custom or law of
Gavelkind : but most of the land in Kent has been disgavelled
by various Acts of Parliament.

The Conqueror then being the sole absolute owner or Pro-
prietor of the land in England, except as above, granted out to
his followers certain Rights of use and enjoyment in certain
lands : and those Rights were termed Estates,

L2
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But the persons to whom these Rights were granted were
bound to render certain services in return, and they were never
“called owners or Proprietors, but only Tenants. They were
only permitted to enjoy the use and profits of these lands on the
express condition of rendering those services to the Crown,
which if they failed to do, they were as strictly liable to forfeiture
as a modern tenant or farmer for nonpayment of rent. And at
first these Estates were neither alienable, nor transmissible by
will, but were strictly life tenancies, which reverted to the Crown
at the death of the tenant.

Thus Littleton speaks of Tenants in fee simple, Tenants for
life, Tenants at will, Tenants by copy, Tenants for terms of
years, joint Tenants, Tenants in commen, Tenants by grand
serjeanty ; and the index or tabula says—* The first book is of
Estates which men have in lands and tenements,’ and in p. 1 he
says—* For these words (his heirs) make the Estate of inherit-
ance.’ So in B. III. ¢c. 2—¢ Of Estates upon condition,’ he says
—*¢ estates which men have in lands or tenements upon con-
dition are of two sorts, and so on in many other passages.
Littleton would certainly never have dreamt of applying the
word Estate to the land itself.

So Bacon says—* Property of lands by conveyance is first
distributed into Mstates for years, for life, in tail, and fee
simple. These Estates are created by word, by writing, or by
record.’

An ‘Estate is therefore always a Right of an inferior order
te Property : it in reality means a Xease : as Bacon says—
¢For Estatés for years which are commonly called Leases for
years. Such Interests or Estates in land were always given as
the fee or reward for services rendered to the Crown.” So Bacon
also says—* The last and greatest Estate of lands is fee simple,
and beyond this there is none of the former for lives, years, or
entails, but beyond them is fee simple. For it is the greatest,
last, and uttermost degree of Estates in land.’

The true meaning .of Estate, therefore, is a Lease or Right
to use a thing derived from a higher power for which some
service is given, which is fexdal property : and an Estate in fee
simple means a perpetual lease of lands or tenements, and is
only in strictness applicable to land.
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The true meaning of the word Estate is also shown in the
Tempest, where Iris says—
A contract of true love to celebrate,

And some donation freely to Estate
On the blessed lovers.

So AEgeus in Midsummer Night's Dream says—

And all my Right of her
I do Estate unto Demetrius.

So Oliver in As You Like It says—¢ All the revenue that
was old Sir Rowland’s will I Estate upon you.’

Farm : another example is the word Parm. Most persons
think that a Farm means a piece of land, and that a good
farmer is a good agriculturist : and that to farm well means to
till the land well. All this, however, is an error. The word
Farm, like Estate, means a Lease. It is called Far» from
Jirmus, tixed ; because the sum to be paid for the use of the
land is fixed. Whenever a person takes a Lease of anything
capable of yielding profits, and, upon agreeing to pay a jfixed
sum, is allowed to appropriate all the remaining profits to him-
self, it is termed a aarm. Thus, in many countries it used to
be the custom to Farm the taxes. The words #arm and
Estate therefore mean really Leases, and are simply Rights.

Tithes : so also Tithes are not the produce of the land or
personal industry to which the parson has the Right : but they
are the Right itself which the parson has to demand the
produce.

Rent : so the word Rent does not mean the money or the
produce itself paid for the use of lands, houses, and other things.
Rent, or Redstus, is the mere Right which the proprietor of such
things* has to demand compensation for their use from the
person to whom their use is granted. It is a mere Annuity or
Right to demand a series of payments for the continuous use of
these things. Formerly the Right to the interest of money lent
was also called Rent.

Annuity : so the word Annuity is not the sums of money
periodically paid : but the Right to demand them: and is
quite separate from the money actually paid.

Fands : this is a popular name for the Rights which persons
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have who have advanced money to the Government to receive
annual payments. This, however, is a mere popular name : the
legal name is Bank Annuities.

Credit or Debt : so also a Credit or a Debt is the Right
which a person has to demand a sum of money from another
person : and not the Money itself which is due.

Shares in Commercial Companies are the Rights which the
persons who have subscribed to the Capital have to participate
in the Profits earned by the Company.

So a Fishery, Shootings, Turbary, Tolls, Ferries, are not
Rights to actual fish, game, turves, moneys : but the Rights to
receive them.

Jurisprudence 7s tie Science of Rights

14. Several eminent jurists, Ortolan, Lord Mackenzie, and
others, have observed that Jurisprudence is the Science of
Rights. When a per%on has the Property in anything, it is
necessarily implied that every one else is prohibited from in-
fringing his Right of enjoying the subject, his Property, unin-
jured : and if any one infringes this legal Right, the Proprietor
has an action for damages against the wrongdoer.

Jurisprudence consists in ascertaining, defining, and pro-
tecting Rights. Ortolan observes that Jurisprudence has
nothing to do with the Things themselves : but only with the
Rights to them. So says Lord Mackenzie—‘ Natural Philo-
sophy considers things according to their physical properties,
Law regards them as the objects of Rights.’

An Xojury (/njuria) is the infringement of a legal Right.
In all actions for damages the action is not for the damage
done to the thing itself : but for the infringement of the ownep’s
legal Right to enjoy the thing in a perfect state.

If I drive my carriage against the carriage of another person
and damage it, the action does not lie for the actual damage
done to the carriage itself: but for the infringement of the
owner’s legal Right to enjoy the carriage in a perfect state.

If there is no Right in the thing, there can be no Injury, or
infringement of a Right, and no Right of action.

In many cases a person may damage another person’s Pro-
perty, without any Injury, or Infringement of his legal Right.
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If one person keeps an hotel or shop, another person may set
up a rival hotel or shop, and draw away custom from his rival.
This may be a damage done to the first person ; but it is not an
Injury, or the infringement of a legal Right: because one
person has as much Right to keep an hotel or a shop as
another ; and the public may go to which hotel or shop they
please.

" So if one person writes a book on any subject, any one else
has an equal Right to write a better one if he can; and so he
may damage the sale of the first : but it is no injury or infringe-
ment of a legal Right. The public has the Right of choice
between the rival books, and if it chooses to prefer one book to
the other, it is no injury. ‘Such a case as these is termed
damnum absque injurid : because it is a damage done, but it is
not the infringement of any legal Right: and it is not the
ground of any Right of action.

So a merchant’s - character, which is usually called his
Credit, is Property of great Value : and if any one spreads
slanderous reports about it, it damages his Power of Pur-
chasing, which is a serious injury, and is the ground of an
action.

Economies 75 the Science whick treats of the Bxchanges
of Rights

15. As Jurisprudence is the Science which treats exclusively
about Rights, and not about Things, so Bconomies is the
Science which treats exclusively about the Bxchanges of Rights,
and not the Bxchanges of Things.

Now, there are three kinds of Rights or Property, which
can be bought and sold, or whose Value can be measured in
Money.

1. corporeal or Material Property or Rights.—There may
be a Property or Right in some specific material substance
which is already in existence: and has come into the actual
possession of the Proprietor. This species of Property in Roman
and English Law is termed Corporeal Property, because it is
the Right to some certain corpus. It is also called Material
Property because it is the Right to certain specific Matters.
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Hence we term this species of Property Corporeal or Material
‘Wealth.

I1. Immaterial Property. The Property which a man has
in his own mental and intellectual Qualities ; in his own Labour;
or in his capacity to render service of any sort. As Smith says
—¢The Property which every man has in his own Labour, as it
is the original foundation of all other Property, so it is the most
sacred and inviolable.’

Now a person may sell the Right to demand some Service
or Labour from him. As all these services, though they require
some bodily instrument to give effect to them, are in reality
operations of the mind, we may call them Immaterial Property,
or Immaterial Wealth, as J. B. Say, the French Economist,
does.

111. Incorporeal Property.—There is, lastly, a third kind
of Property, or Right, wholly severed and separated from any
specific corpus, or matter in possession. It may either be in
the possession of some one else at the time, and may only
become our property at some future time: or it may not even
be in existence at the present timé. Thus we may have the
Right or Property to demand a sum of money from some person
at some future time. That sum of money may no doubt be in
existence : but it is not in our possession: it may not even be
in the possession of the person bound to pay it. It may pass
through any number of hands before it is paid to us. But yet
our Right to demand it is present and existing: and we may
sell or transfer it to anyone else for money.

We may also have a Right to something which is not yet
<even in existence, but will only come into existence at some
future time. Thus those who possess land, cattle, fruit trees,
&c., have the Right or Property in their future produce. This
produce is not in existence at the present time : it will only
come into existence at a future time : but the Right or Property
to it when it does come into existence is present and existing:
and may be bought and sold or exchanged like a Right to any
material product. This species of Property is called in Roman
and English Law Incorporeal Property, because it is a Right,
but it is separated from any specific corpus.

Each of these kinds of Rights or Property may be bought
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and sold, or exchanged, and are therefore called Pecum'a, Res,
Bona, Merx, in Roman Law: xprjpara, dyadd, olkos, wpdypara,
in Greek Law: ‘goods and chattels’ and ¢vendible commo-
dities’ in English Law: and ‘Wealth in Economics.

Hence the Science of Economics treats about Wealth in its
widest extent: and all the fundamental conceptions of Eco-
nomics must be enlarged and generalised so as to comprehend
all these #&ree orders of Rights.

All Bxchanges are of Rights against Rights

16. Hence we find that the true meaning of the word
Wealth is an Exchangeable Right: and these three orders of
Rights may be exchanged in six different ways.

1. The Right or Property in a Material thing may be ex-
changed against the Right or Property in another material
thing—as the Property in so much Gold may be exchanged
against the Property in so much Corn.

2. The Right or Property in a material thing may be ex-
changed against the Right to demand so much Labour or Ser-
vice—as when the Property in so much Gold is exchanged
against the Right to so much Labour or Service.

3. The Right to a material thing may be exchanged against
the Right to have something paid or done at a future time—as
the Right to so much Gold may be exchanged against a Bill of
Exchange, or a Copyright.

4. The Right to one kind of service may be exchanged
against the Right to another species of service.

5. The Right to a certain amount of Labour may be ex-
changed against the Right to demand Money—as when Labour
is paid for by a Bank note, Cheque, or Bill of Exchange.

6. One Right to demand money may be exchanged against
another Right to demand money—as when a banker buys one
debt, such as a Bill of exchange, by creating another debt, such
as a Credit in his books.

Thus it is seen that all Exchanges are the exchanges of
Rights against Rights: and these six kinds of exchange con-
stitute the Science of Commerce, or Pure Economics.



154 Elements of Economics BK. IL

On the Application of the Positive and WMegative Bigns fo
Property

17. Economic Quantities or Economic Rights are then of
three distinct orders, (1) Rights or Property in some material
substance which has already been acquired: (2) Rights or Pro-
perty in Labour or Service: (3) Rights or Property in something
which is only to be acquired at some future time.

Now we can absolutely devest ourselves of the Property in
the first order of Economic Quantities.

In exchange for some reward we can transfer to some one
else the Right to command our faculties or intellectual qualities
for some limited period or on a special occasion.

But though we may recgive a reward for exercising our
faculties in some person’s service, we do not part with them:
we may sell our knowledge, but it is not gone away from us.
Like a candle which communicates light to others, it does not
diminish our own light: a man may sell his instruction, but it
does not diminish his own store.

The third species of Economic Quantities are intangible and
invisible like the second species : but they are transferable like
the first species : and when we exchange or sell them we devest
ourselves absolutely of our Property in them, as we do of the
first species.

18. Now we observe that the two species of Economic Quan-
tities of which we can absolutely devest ourselves are Inverse
or opposite to each other. Property, like Janus, has two faces
placed back to back. It regards the Past and the Future.
We may have the Right to a thing which Zas already come into
possession, as well as the Right to a thing which w7 only come
into our possession at a fuwfure time. Property, therefore, is of
Opposite qualities.

Now, in all mathematical and physical Sciences it is in-
variably the custom to denote Similar Quantities but of Oppo-
site Qualities by Opposite Signs. Hence, as a matter of simple
convenience, and following the invariable custom in Physical
Science, if we denote one of these kinds of Property as Post=
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tive, we may as a distinguishing mark denote the other as
Wegative.

- The important consequences that flow from this notation will
be explained hereafter. We shall simply observe at present
that if we denote Property in a thing which Zas deen acquired
in time past as Positive, we may denote Property in a thing
which is # be acquired in time future as Wegative. )

Now, Property in a thing which %as éeen acquired is Cor-
poreal Property : and Property in a thing which s Zo e acquired
is Incorporeal Property. Hence, if we denote Corporeal Pro-
perty by the Positive Sign, it is strictly in accordance with all
Physical Philosophy to denote Incorporeal Property by the
Negative Sign.

And as in all Mathematical and Physical Sciences the whole
Science comprehends both Positive and Negative Quantities,
so the whole Science of Economics comprehends both Positive
and Negative Economic Quantities: or both Corporeal and
Incorporeal Property. By this means we double the field of
Economics as it is usually treated : and we do in Economics
exactly what those did in Mathematics and Natural Philosophy
who introduced Negative Quantities : and by this means we are
enabled to obtain the solution of problems which all preceding
Economists had given up in despair.

On the Classification of Property

19. We shall now show the practical convenience which
arises from the distinction of Economic Quantities as Positive
and Negative : or Property in a thing which has actually come
into possession, and Property in a thing which is only to come
into possession at a future time. For many species of Pro-
perty are of a mixed nature: that is the entire Property in
them consists partly of Corporeal Quantities, and partly of
Incorporeal Quantities,

Property in XLand is the highest Property of all : and to
understand the nature of Property in Land is the grammar of
Property in genéral.

Things differ in their use according to their nature : some
perish in the use: some perish from causes independent of
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their use : some are in a state of complete existence, and do not
perish, and they give the means of complete enjoyment, as
statues, gems, &c.

Land is indestructible in its nature : its use is unlimited in
duration : and constant and uniform in its quality.

Now, suppose we purchase an estate in Land for the sum of
4 100,000, where is the Value for our money? Does it consist
in things which are already in existence? The veriest tiro
would answer—Certainly not. Where then is the equivalent for
the purchase money ?

When we purchase an estate in land, we purchase, not only
the Right to the existing products of the land and labour, such
as the houses, the timber, the crops on the ground, but also the
Right to receive its annual products for ever: That is to a
series of products which will only come into existence at definite
intervals of time for ever. Thus Property in Land consists of
two perfectly distinct parts : the Property in the products of the
past, together with the Property in the products of the Future
—say £3,000 a year for ever.

Thus Property in Land may be conveniently denoted thus—

Existing products of Land (+) Zogether with— £ 3,000,

~ 43,000, - £3,000, &c. for ever.

Where the Positive sign denotes the products which have
already come into existence and the Negative sign denotes
the products which will only come into existence year by year
for ever.

But though the yearly products of the land will only come
into existence at future intervals of time, the Right or Property
in them when they do come into existence is Present, and may
be bought and sold like any material chattel, such as a table, a
chair, or so much corn. That is to say, each of these annual
products for ever has a Present Value : and the purchase money
of the Land is simply the Sum of the Present Values of this
series of future products for ever.

Again, although this series of future products is infinite, a
simple Algebraical formula shows that it has a finite limit : and
that finite limit depends chiefly upon the current average Rate
of Interest. When the usual Rate of Interest is 3 per cent., the
total Value of Land is about 33 times its annual value: conse-
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quently 32 parts out of 33 of the total Property in Land is In-
corporeal : the remaining one part only being Corporeal.

Of course Property in Land in some parts of the country
may be increased above its usual rate, and in other parts of the
country may be depressed below its usual rate, from various
local circumstances.

Now, when a purchaser has bought an estate in Land, it
may be said without any very great metaphor that it owes him
a series of annual payments for ever: as he bought it merely
on the delief, or expectation, that he would receive these pro-
ducts. Hence we may call this Right to receive the future
products of the Land the creait of the Land. And by the
notation we have adopted it is a Wegative Economic Quantity.

Many Banks in central Europe have been founded for the
purpose of making advances to cultivate land, on the principle
of demanding an annual instalment of repayment out of the
products of the Land. These are called Banks of Credit
Foncier, or Banks of X.and Credit.

Personal Credit.—Now, a man exercising any profession or
business is an Economic Quantity analogous to Land. He may
have accumulated a quantity of money as the fruits of his pas¢
industry : but over and above his accumulated money he pos-
sesses his skill, his abilities, his character, and in short his
Capacity to earn profits in the fufure as he has already done
in the pas?, and of course he has a Property in the expected
future profits of his industry.

And there are two ways in which he may trade. He may
trade with the Money he has already acquired : or he may
purchase goods by giving in exchange for them the Right or
Property to demand payment at a future time out of the profits
which are to be earned in future. Personal Character used in
this way as a Purchasing Power is in popular language termed
Credit : and as we have seen that Wealth is anything which
has Purchasing Power, it evidently follows that Money and
Credit are equally Wealth.

This must suffice here to indicate the origin and nature of
Credit, which will be more fully investigated in a future chapter.

The @oodawill of a business.—When a trader has established
a successful business of any sort, a calculation may be made of
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what the expected profits may be. And the Right to receive
these future profits is a recognised article of commerce, and
may be sold in addition to the goods actually existing in the
shop. It is called the @ooawin of the business. It is the
emptio spei of Roman Law. This Property is the result of the
trader’s skill and labour : and it is manifestly Incorporeal : and
lies wholly in the future, and is therefore Wegative.

A Practice.—When some kinds of professional men have
established a reputation, the expectation of the future profits of
their business is a Valuable Property which may be sold. It is
called a Practice. Nothing is more usual than for a young
doctor, surgeon, or solicitor to buy a Practice as the readiest
mode of getting into business. This is also the emptio spei ;
and is analogous to the Goodwill of a business.

Copyright.—When an author or an artist has produced
successful works, the Laws of all civilised countries give them
the exclusive Right to the profits to be made by multiplying
copies of such works by printing, engraving, or representation.
The books or engravings already printed are the corporeal
results of past labour : but the Right to receive the future profits
is Incorporeal and may be bought and sold like any material
chattel. This is also the emptio spei: it lies wholly in the
future : and is there Negative. )

Patents.—A Patent bears exactly the same relation to
mechanical inventions that Copyright does to works of litera-
ture and art. The machines actually existing are the produce
of past labour : the Patent is the exclusive Right to receive the
profits to be made by constructing and selling machines in the
future.

Shares in Commercial Companies—When persons sub-
scribe to the Capital of a company, the money they pay in
belongs to the Company, and they receive in return Certificates
entitling them to share in the future profits to be made by the
Company. Hence the Capital of the company is Corporeal,
and the produce of past labour ; the Shares are Incorporeal and
the Right to receive future profits : and therefore Negative.

The Funds.—The State often wishes to borrow Money from
its citizens : and in exchange for the Money lent it gives the
lenders the Right to demand a series of future payments out of
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the future revenue. These Rights are in common parlance
termed the Funds.

There are besides several other kinds of Incorporeal Pro-
perty, such as Tithes, Ground Rents, Tolls, Ferries, &c., and
Annuities which will be more particularly described in a future
chapter.

The Totality of Transferable Property

20. We may therefore exhibit the Totality of Transferable
Property in the following form :—

Property consists of

Property in the Present Property in the
Produce of the past : Time Produce of the future :
Corporeal Property Incorporeal Property
+ —_

Lands, Houses, &c.

Annual Income for ever

Money already earned by a

Merchant . . . . . His Credit
Premises, Stock of goods in
ashop . . . . The Goodwill

Money already eamed by a
Professional Man .

The printed copies of books,
&ec. . ..

The Practice

The Copyright

Machines already made . The Patent
The Capital of a Commercial
Company . . . . . The Shares
Annuities of all sorts : The
Funds : Tolls :. Ferries :

Ground Rents, &c.

Now each kind of Property may be bought and sold, and is
therefore Wealth, as declared 1,300 years ago in Roman Law.
And by including both species of Property under the term
‘Wealth we double the field of Economics: and give it the same
extension that introducing Negative Quantities does in Mathe-
matics and Natural Philosophy.
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Examination of the Arguments alleged against admitting
Immaterial and Incorporeal Elements snto Economics

21. Having now taken a general survey of all the different
species of Property, we must briefly examine the arguments of
the Physiocrates and other Economists against admitting Im-
material and Incorporeal Elements into Economics.

The ancients, with true scientific instinct, having selected
Exchangeability as the sole essence and Principle of Wealth,
searched for and enumerated all the distinct kinds of things
which can be bought and sold or exchanged, or whose value can
be measured in money : they found that there are three distinct
orders of such Quantities : and they expressly included them all
under the titles Pecunia, xpnuara, &c.

The first school of Economists, however, adopting Exchange-
ability as the essence of Wealth, as the ancients did, strictly
confined the term to the material products of the earth: and
refused to admit Labour and Rights to be Wealth: although
they admitted that there is a commerce in them: because they
said that to admit Labour and Rights to be Wealth would be to
allege that Wealth can be created out of Nothing: and they
repeated a multitude of times that the earth is the only source
of Wealth, because Nothing can come out of Nothing.

The real difficulty which impedes the true comprehension of
the subject is very similar to that which for a considerable time
obstructed the reception of the Newtonian doctrine of gravi-
tation on the Continent. It had been laid down as a dogma
that a body cannot act where it is not. When, therefore, the
Newtonian doctrine of central forces was published, showing
that the motions of the planets might all be accounted for by
certain forces emanating from the sun and themselves, the
opponents of the system maintained that it violated the funda-
mental maxim that a body cannot act where it is not: and
several of the most eminent continental philosophers refused to
receive it for that reason.

A similar dogma is at the root of the difficulty which some
writers feel in admitting Immaterial and Incorporeal Elements
into Economics.

Many thousands of years ago a materialistic philosophy
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sprang up on the banks of the Ganges. Kapila is said to have
been the author of the Sankhya philosophy which invented the
dogma that Notking can come out of Notking, in order to dis-
prove the existence of a Deity. This philosophy migrated from
the banks of the Ganges to those of the Ilissus and the Tiber,
and is familiar to us under the names of Leucippus, Anaxagoras,
Parmenides, Democritus, Epicurus, Lucretius, and scores of
others.

The fundamental dogma of Lucretius, the hierophant of the
materialistic philosophy, is that Notaing can come out of Nothing.

Nullam rem e Nilo glgm divinitus unquam

Nil 1g1tur ﬁen de Nx]o posse fatendumst

Moreover that Notking can go back into Nothing.

Huc accedit uti quaeque in sua corpora rursus
Dissolvat Natura : neque ad Nihilum interimat Res

Nullms exitium patltur Natura wden

And this is the constant refrain of the Lucretian philosophy,

that Nothing can come out of Nothing and Nothing can go back
into Nothing.

Nunc age Res quoniam docui non posse creari
De Nihilo : neque item gemtas ad Nil revocari

At quoniam supera dOClll Nll posse creari
De Nihilo : neque quod genitumst ad Nil revocari
Esse immortali primordia corpore debent.

And this is the very doctrine that Physicists maintain to the
present day. Chemists delight to expatiate to their audience
on the indestructibility of all things. How seeming destruction
is merely the dissolution of present combinations of atoms to
reappear in new forms and new combinations in perpetual suc-
cession.

But Economics and Law confound the best settled doctrines
of the sages of eld. Some Economists certainly have declared
that man can call nothing into existence: and that all Wealth .
comes from the earth. That all Wealth is but the particles of
matter : and that all that man can do is to rearrange them, or

L M
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place them in a new position and let nature do the rest. But
-their own doctrines, their own definitions, their own books,
confound all such notions. Economists, with scarcely an ex-
ception, are now agreed that, whatever can be exchanged, what-
ever can be bought and sold, is Wealth, Twenty centuries ago
the author of the Eryxias irrefragably proved that Xnowledge
is Wrealth. Aristotle, as we have seen, defines Wealth to be
all things whose Value can be measured in money. Smith,
Senior, Say, Whately, Mill, all admit the intellectual qualities
and talents of the people to be Wealth.

Knowledge, therefore, by the very generality of the definition,
and the consent of every modern Economist of note, is Wealth.
And where does knowledge come from? And what is it formed
out of? Does it come from the earth? And is it formed out
of the materials of the globe? Few prebably would maintain
that. All that we know is that knowledge originates in the
mind. Knowledge is formed 77z the Mind : by great Labour
very often: but is it formed out of the materials of the Mind ?
And if so, what is the Mind composed of? Does it come from
the earth? Are we to have an atomic theory of knowledge or
of the Mind? Will some metaphysical Dalton revive the theory
of Lucretius, that knowledge, or the human Mind, is composed
of indestructible primordial atoms ?

woA\& Ta Sewvad, koddéy dvfpldmov Beworepov méher.

But this same knewledge—Whence cometh it ? What is it?
Whither goeth it ?

We know net— De our readers?

Natheless it is Wealth : and therefore it is within the
domain of the Economist. It may be bought and sold : it may
be Valued in money : it may be accumulated : it may be handed
down from age to age; like any material chattel. It is the
produce of Labour just as much as any material product. The
acquisition of knowledge is the acquisition of Wealth: and the
loss of knowledge is the destruction.of Wealth. And is the loss
or destruction of knowledge the disselution of indestructible
primordial atoms?

Here we have vast masses of Wealth, and the question is
where does it come from? and what is it composed of ? and

.
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there can be but one answer to the question : either knowledge
is composed of indestructible primordial atoms: or it is not.
If it be so, then of course the formation of knowledge is not
the creation of Wealth out of Nothing. But unless we are
prepared to admit that—and who is?—the formation of know-
ledge must be the creation of Wealth out of Nothing : and the
loss or destruction of knowledge must be the Decreation, or the
return of Wealth into Nothing ! )

Here, then, we have enormous masses of what every Econo-
mist now-a-days admits to be Wealth formed out of the absolute
Nothing which overthrows the doctrines of the Physical Philo-
sophers that Nothing can come out of Nothing,and that Nothing
can go back into Nothing. The doctrines of these Economists
also are overthrown who say that all Wealth comes from the
earth, and is formed out of the materials of the globe : and that
Man cannot create Wealth, For here we have vast masses of
wealth which manifestly do not come from the earth, and are
created by man.

Hence it is manifest that there is another source of Wealth
besides the earth, namely—the Human Mind.

22. But the third species of Economic Quantities do not
originate in the Earth nor yet in the Mind. And here again
Lucretius is at fault. For he says that there is nothing besides
the Void which is separated from something material.

Omnis ut est igitur, per se Natura duabus
Consistit rebus ; nam Corpora sunt et Inane.

Preterea nihil est quod possis dicere ab omni
Corpore sejunctum, secretumqu’ esse ab Inani,

Et facere et fungi sine Corpore nulla potest Res.
Ergo praeter Inane et Corpora, tertia per se
Nulla potest Rerum in numero Natura relinqui.

From these lines it is clear that Lucretius did not under-
stand the nature of Public Debts, Bills of Exchange, Debts, and
other kinds of Incorporeal Property, or he would have found it
necessary to modify this part of his philosophy. If Lucretius

M2
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had applied to his friend Cicero, or any of the Roman Lawyers
of his day, they would have told him that there were abundance
of Res Incorporales which ¢faciebant’ and ¢fungebantur’
without any ¢ corpus’ at all. We have seen that mere abstract
Rights are classed as Wealth and Property,in Roman Law, and
in every system of Law. And where do these abstract Rights
come from ? and what are they formed out of? Do they come
from the Earth? are they formed out of the materials of the
globe? Are they too formed of indestructible primordial
atoms? And when these Rights are extinguished, is it the
dissolution of certain material particles? Are these Rights even
the products of Labour or of the Human Mind ?

How are these Rights created? By the mere fiaZ of the
Human Will. And how are they extinguished? Equally by
the fiaz of the Human Will. But these Rights may be bought
and sold or exchanged : their Value may be measured in money:
they form the subject of the most colossal commerce in modern
times. Here, then, we have Valuable products created out of
the Absolute Wothing by the mere ffa? of the Human Will
And when they are extinguished they are Valuable products
Decreated into Wothing by the mere faf of the Human Will

Hence there is a third source of Wealth besides the Earth
and the Human Mind, namely—the Human Wi, And as a
matter of fact enormously the largest amount of Economic
Quantities in this great commercial country consist of mere
abstract Rights, the pure creation of the Human Will.

We now see the answer to the doctrine of the Physiocrates,
that all wealth must be material and formed out of the materials
of the globe, because Notking can come out of Nothing. We
say that we are not concerned with material substances at all—
but only with Rights to them. Some philosophers deny the
existence of a Deity, other philosophers deny the existence of
matter : but no philosophers will ever have the hardihood to
deny that men can create, sell or exchange, and annihilate
Rights : and we have seen that Wealth is nothing but ®mx-
changeable Rights.
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On the Distinction between the Jus in Rem o7 in Re,
and the Jus ad Rem 07 in Personam

23. We must now notice a distinction in different kinds of
Property or Rights of great importance.

Rights are of two sorts—

1. The Property or Right to a specific chattel, termed a Jus
in Rem Or in Re in Roman Law, without being related to any
one else : called also Domintum. When a person has such a
sole and exclusive Right in any chattel, he may sell or transfer
it to any one he pleases. Money, cattle, timber, &c., and other
goods are subject to this kind of Property : and hence the Pro-
prietor may freely alienate or sell and transfer his own money,
cattle, timber, to any one else he pleases.

2. Property held in Contract or Obligation, called in Roman
Law Jas ad Rem or in Personam : where a person has a
Right not to any specific thing, but only against a Person to
pay or do something.

A simple example of this kind of Property or Right is the
Contract or Obligation of Debt ; where one person, the Creditor,
has the Right to demand a sum of money from some Person,
the Debtor. In such a case the Creditor has only an abstract
Right of action against the Person of the Debtor to compel him
to pay a sum of money : but he has no Right to any particular
sum of money in the Debtor’s possession. In fact, the Right of
the Creditor against the Debtor exists whether the Debtor has
any money or not.

The former kind of Rights are called Real Rights, or Cor-
poreal Rights, or Property, because they are the Rights to
certain specific things: the latter are called Personal Rights ;
because they are mere abstract Rights against the person, but
wholly severed from any specific chattel. They are one species
of Incorporeal Property.

24&. But Property held in Contract or Obligation is of two .
kinds—

(a4) Where each party to the Contract has Rights to receive
as well as Duties to perform ; such as the Nexum or Obligation
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between Lord and Vassal in Feudal Law: or that between
Master and Servant at the present time. This is termed a
Bilateral or Synallagmatic Contract.

(6) When there is only a Right to receive on one side, and a
Duty to perform on the other: such as the relation between
Creditor and Debtor, or between Landlord and Tenant in
modern times. This is termed a Unilateral Contraect.

Formerly it was held universally that whenever Property was
held in Contract of either sort, Bilateral or Unilateral, neither
party could substitute another person for himself without the
consent of the other party to the Contract.

This rule must manifestly hold good in all Bilateral Contracts,
where each party has a Duty to perform. When one person
agrees to accept a Duty from another person, he is of course
satisfied that that person can perform the Duty. But he cannot
be compelled to accept any one else to perform the Duty without
his own consent.

Thus so long as the Feudal Law retained its pristine rigour
neither the Lord nor the Vassal could substitute any one else for
himself without the consent of the other party. Each of the
parties had Duties to perform: the Vassal to render true and
loyal service, and the Lord to render due protection and defence.
And neither party could atforn the other, or turn him over to
any one else without his own consent. So in the case of Master
and Servant at the present day. A Master cannot transfer his
household to any one else without their own consent, as if they
were cattle or slaves. Neither can a Servant substitute any one
else in his place without his Master’s consent.

The same principle originally held good when the contract
was Unilateral, as in the case of Creditor and Debtor. The
Creditor could not transfer his Right of action against the
Debtor to any one else, because the Debtor never agreed to pay
any one except his own Creditor. It is a rule of Law as well
as of common sense, that no man can contract for another with-
out his consent. Unless, therefore, the Debtor had agreed with
the Creditor that he might transfer his Right, the Creditor had
no power to guarantee his Transferee that the Debtor would
pay him. Accordingly, both in Roman and English Law, for a
long period the Creditor could not transfer his Right of action
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against his Debtor without the Debtor’s consent, so as to enable
the Transferee to sue the original Debtor.

But nevertheless, though this may be true in theory, the
‘party in an Obligation of this form, who has the Right to de-
mand, soon begins to insist upon the power of transferring this
Right like any other property. And there is very good reason
for this: because in the Obligation or Contract of Debt there is
manifestly a strong Uistinction between the two parties, the
Creditor and the Debtor. The Debtor cannot substitute another
Debtor for himself, because the Creditor may not have the
means of knowing the solvency of the substituted Debtor: as,
for instance, no one can compel his Creditor to take payment of
a Debt in the notes of a country banker. But the case of the
Creditor is different. If a person really owes a debt and has
the means of paying it, it cannet make the slightest difference
to him whether he pays it to A or to B; so long as he can get
a valid discharge for it, and is not called upon to pay it twice
over.

Hence, while the assignment of a new Debtor might seriously
prejudice the Creditor, the assignment of a new Creditor can be
no real prejudice to the Debtor.

In A.D. 224 the Emperor Alexander Severus enacted that a
Creditor might sell his Right of action without the consent and
without the knowledge of the Debtor: and ever since then all
Rights of action of every sort have been as freely saleable as
any other Chattel on the continent.

By a recent Act this principle has been adopted in England,
and on November 1, 1875, the sale of Debts became absolutely
free in England. ’

These Rights against Persons, or Fura in personam, are one
form of Incorporeal Property: and they were the principal form
known to the Roman Lawyers: as they are always Rights against
definite Persons, they may be called Personal or Nominate
Rights: but in modern times another form of Incorporeal Pro-
perty has grown up and attained colossal dimensions, which
are mere abstract Rights, but not Rights against any definite
Persons; they are mere Rights to receive expected profits: of
this form of Incorporeal Property are Copyrights, Patents,
Shares, the Goodwill of a business, &c. They are the emptso
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spei of Roman Law. And as they are Rights, but not Rights
against any definite Person, they may be called Xmpersonal or
Innominate Rights.

The Proprietor of this class of Rights may sell and transfer
them to whomsoever he pleases: as there is no one’s consent
required : hence they belong to the class of Property held in
Dominion.

It is to be observed that in Corporeal Property the Right
and the specific Corpus cannot be separated: they cannot be.
bought and sold separately from one another : they must always:
go together : hence they form but oze Property. But in Incor-
poreal Property the mere abstract Right itself is absolutely
separated from any specific corpus: they are bought and sold
separately : and therefore the mass of Incorporeal Property is
itself independent exchangeable property: and, in fact, in this
country the mass of Incorporeal Property exceeds many times
the mass of Corporeal Property.

On Property or Rights as Goods and Chattels

25. We have seen that Property, including abstract Rights
of all sorts, is included under the terms Pecunia, &c., in Roman
Law, and under ypjpara in Greek Law: because it can all be
bought and sold. For the same reason abstract Rights are in-
cluded under the terms ¢ Goods,’ ¢ Chattels,’ ¢ Goods and Chat-
tels, ¢ Vendible Commodities,’ in English Law.

Thus Blackstone says :—¢ For it is to be understood that in
our Law Chattels (or Goods and Chattels) is a term used to
express any property, which, having regard either to subject
matter or the quantity of interest therein, is not freehold.

¢ Property, or Chattels-personal, may be either in possession
or else in action. . . . Property in action is where a man has
not the enjoyment (either actual or constructive) of the thing in
question, but merely a right to recover it by a suit or action at
law.

Thus all such Property as Debts, Bank-Notes, Bills of Ex-
change, the Funds, Shares in commercial companies, Copyrights,
Patents, &c., are Goods and Chattels in English Law, just as
much as any material Chattels.
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Thus in a case Lord Justice Blackburn spoke of the Funds
as vendible commodities.

So also Debts are included under the term NMovable
Rights in Scotch Law.

Definition of value

26. Economic Quantities are, as we have seen, of three
distinct orders or species, any one of which may be exchanged
against any of the others.

Now, if at any time any Economic Quantity A can be ex-
changed for any other Economic Quantity B, then each of these
two Quantities is termed the walue of the other.

Thus Aristotle says :—

% 8 déia Néyeras wpos Ta éxros dyald.

Now, the term Value is used in reference lo external things.

So the Digest says—¢ Res tanti valet quanti vendi potest.’

¢ The Value of anything is what it can be sold for.

‘We have, then, this Definition—

Tke walue of any Economic Quantity is any other Economic
Quantity for whick it can be exchanged.

Hence any Economic Quantity has as many Values as other
Quantities it can be exchanged for : and if it can be exchanged
for nothing, it has no Value.

Value therefore by the very definition requires two objects,
just in the same way as Distance and Ratio require two objects.
A single object cannot. have Value any more than a single
object can be distant or equal. If we are told that an object is
distant or equal, we immediately ask—Distant from what? or
Equal to what? So, if it is said that an object has Value, we
must always ask—Value in what? And it is clear that as it is
absurd to speak of a single object having Absolute or Intrinsic
Distance or Equality, so it is equally absurd to speak of any
object having Absolute or Intrinsic Value.

This must suffice here for the Definition of Value. The
complete Theory of Value will form the subject of the next
chapter.

On Money and Credit

27. There is one species of Economic Quantity of such

great importance that we must devote special attention to it.
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We have abundant evidence that in the primitive ages of
the world there was no such thing as Money. When persons
traded they exchanged the products directly with each other.
Thus we have Iliad vii. 468 :

Nijes 8’ éx Anpvoto mapéaracay olvov dyovoas
&lev dp’ olvifovro kdpn xopiwvres *Axatol,
@ot uév xakx®, &os & albwom oldipe,
@\ot 8¢ puvois, Aot & alrjjoe Bdeaaw,
@oe & dvdpanideaay.

From Lemnos’ isle a numerous fleet had come
Freighted with wine . . - . .

. . . . . All the other Greeks
Hastened to purchase, some with brass, and some
‘With gleaming iron : some with hides,

Cattle and slaves.

This exchange of products against products is called Barter:
and the inconveniences of this mode of trading are palpable.
What haggling and bargaining it would require to determine
how much leather should be given for how much wine ! how
many oxen or how many slaves! Some ingenious person
would then discover that it would greatly facilitate traffic if the
things to be exchanged could be referred to some common mea-
sure of Value. There are several passages in the Iliad and
Odyssey which show that even while traffic had not advanced
beyond barter, such a standard of reference was used. We
find that various things were frequently estimated as being
worth so many oxen. Thus in Iliad ii. 448, Pallas’s shield, the
Agis, had 100 tassels each of the Value of 100 oxen. In lliad
vi. 234, Homer laughs at the folly of Glaucus, who exchanged
his golden armour worth 100 oxen for the bronze armour of
Diomede, worth g oxen. In Iliad xxiii. 703, Achilles offers as a
prize in the funeral games in honour of Patroclus, a large
tripod which the Greeks valued among themselves at 12 oxen,
and to the loser a female slave whom they valued at 4 oxen.
But it must be observed that these oxen did not pass from hand
to hand like money. The state of barter continued, as it is
quite common at the present day to exchange goods according
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to their value in money without any actual Money being used.
Such a state of things in no way implied the existence or use of
Money.

28. The necessity for Money arises from a different cause.
So long as the things exchanged were equal in value there
would be no need for Money. If it always happened that
the exchanges of products or services were equal, there would
be an end of the transaction. But it would often happen
that when one person required some product or service from
some one else, that person would not require an equivalent
amount of product or service from him : or perhaps even none
at all : If then a transaction took place with such an unequal
result, there would remain a certain amount of product or
service due from the one to the other; and this would con-
stitute a Debt—that is to say a Right, or Propesty, would be
created in the person of the one who had received the less
amount of product to demand the balance due at some future
time : and at the same time there would be the eorrespending
Duty created in the person of the other, who had received the
greater amount, to render the balance due when required.

Now, among all nations and persons who exchange this
result must inevitably happen : persons want something from
others when those others want nothing, or not so much, from
them. And it is easy to imagine the inconveniences which
would arise if persons never could get anything they wanted
unless the persons who could supply these things wanted some-
thing in return at the same time.

In process of time all nations hit upon this plan : they fixed
upon some material substance which they agreed to make
always exchangeable among themselves to represent the amount
of Debt.

Thatis if an unequal exchange takes place among persons, so
leaving a halance due from the one to the other, the person who
has received the greater amount of product or service gives a
quantity of this universally exchangeable merchandise to make
up the halance: so that the person to whom the balance of
product was due might get an equivalent from some one else.

Suppose that a2 wine dealer wants bread from a baker : but
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the baker wants no wine or not so much wine from the wine
dealer.

The wine dealer takes the bread from the baker, and gives
him in exchange as much wine as he wants, and makes up the
balance by giving him an amount of this generally exchangeable
merchandise equivalent to the deficiency: or if the baker wants
no wine at all, the wine dealer gives him the full equivalent of
the bread in this merchandise.

The baker perhaps wants meat or shoes, but not wine.
Having received this universally exchangeable merchandise
from the wine dealer, he goes to the shoemaker or butcher, and
obtains from them the equivalent of the bread he sold to the
wine dealer. Hence the satisfaction which was due to him from
the wine dealer is paid by the butcher or shoemaker.

This universally exchangeable merchandise is called Money:
and these circumstances show its fundamental nature. Its
function is to represent the Debts which arise from wnegual
exchanges among men, and to enable persons who have ren-
dered services to others, and have received no equivalent from
them, to obtain that equivalent or satisfaction from some one else.

Many species of merchandise have been used for this pur-
pose : but, however different in their form, this is the universal
want they’supplied : and the true nature of Money is to bea
Right or Title to demand something to be paid or done by
some one else.

Now when one person takes a piece of Money in exchange
for products or services, he can neither eat it, nor drink it, nor
can he clothe himself with it: it is of no absolute direct use in
itself : its sole use is to be a Right or Title to demand some-
thing else, and the person who receives it in exchange for pro-
ducts only agrees to do so because he Believes that he can
exchange it away again for something he does want whenever
he pleases. It is, therefore, what is called creait.

Thus a London merchant, F. Cradocke, in the time of the
Commonwealth, says :

¢ Having now pointed out the inconvenience of these metals
(Gold and Silver) in which the medium of commerce or Uni-
versal Credit hath formerly been placed. . . . '

¢ Now that such Credit is as good as Money will appear if it
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be observed that Momey itself is nothing else but a kind of
Security, which men receive upon parting with their commo-
dities, as a ground of Hope or Assurance that they shall be re-
paid in some other commodity : since no man would either sell
or part with any for the best Money but in hopes thereby to pro-
cure some other commodity or necessary.’

So also Edmund Burke says of Gold and Silver: ¢ The two

' great recognised species that represent the lasting conventional
Credit of mankind.’

Hence we obtain the Fundamental Conception of Creait.

Creadit is anything which is of no divect use: but whick is
taken in exchange for something else, solely on the Bellef 0r Con-
fidence that we have the Right to exchange it away again for
something else which we do require. '

Credit is therefore the Right or Property of demanding
something to be paid or done by some person. It is the Right
to a future payment ; and it must be carefully observed that it is
the Name of a certain species of Right or Property.

29. The subject of Money and Credit is of such funda-
mental importance, and so much misconception has prevailed,
that we must show that a whole series of writers have seen the
identical nature of Money and Credit.

Thus Aristotle says—

vmép 8¢ This peAhovons d\hayijs (el viv undév Setras, ot Eoras
éav 8enbf) vo vipuopa olov' Eyyunths éorw nuiv* 8¢l yap Todro Peé-
povre elvas AaBeiv.

‘But with regard to a future exchange (if we want nothing
at present, that it may take place when we do want something).
Money is, as it were, our Security. For it is necessary that he
who brings it should be able to get what he wants.’

So an old pamphleteer in 1710 saw the same truth. He
says:— Trade found itself unsufferably straightened and per-
plexed for want of a general specie of a complete intrinsic
worth as the medium to supply the defect of exchanging, and
to make good the balance, where a nation or a market or a mer-
chant demands of another a greater quantity of goods than
either the buyer hath goods to answer, or the seller had occasion
to take back.’
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It is one of the especial merits of the Physiocrates that they
clearly saw the true nature of Money and restored it to its true
position.

So Baudeau, one of the most eminent of the Physiocrates,
says—

¢This coined Money in circulation is nothing, as [ have said
elsewhere, but effective Titles on the general mass of useful and
agreeable enjoyments which cause the well-being and propaga-
tion of the human race.’

‘1t is a kind of Bill of Bxchange or Order, payable at the
will of the bearer.

¢ Instead of taking his share in kind of all matters of sub-
sistence, and all raw produce annually growing, the sovereign
demands it in Money, the effective Titles, the order, the BNl
of Exchange, &c.’

So the great metaphysician, Bishop Berkeley, says in his
Querist—

21. Whether, other things being given, as climate, soil, and
the wealth be not proportioned to industry, and this to the cir-
culation of Credit, be the Credit circulated by what Tokens, or
Marks whatsoever?

24. Whether the true idea of Money, as such, be not alto-
gether that of a Ticket or Counter?

25. Whether the terms, crown, livre, pound sterling, are not
to be considered as exponents or denominations; and whether
Gold, Silver, and Paper are not Tickets or Counters for reckon-
ing, recording, and transferring such denominations ?

35. Whether Power to command the Industry of others be
not real Wealth? And whether Money be not in truth Tickets
or Tokens for recording and conveying such Power : and whether
it be of consequence what material the Tickets are made of ?

426. Whether all circulation be not alike a circulation of
Credit, whatsoever medium—nEetal or Paper—is employed : and
whether Gold be any more than Credit for so much Power?

So also Queries 441, 449, 450, 459, 475, and many others.

So Smith says—* A guinea may be considered as a B for
a certain quantity of necessaries and conveniences upon all the
tradesmen in the neighbourhood.’

So Henry Thornton, the eminent banker, says—¢ Money of
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every kind is an oOrder for goods. Itis so considered by the
labourer when he receives it, and is almost instantly turned
into money’s worth. It is merely the instrument by which the
purchasable stock of the country is distributed with convenience
and advantage among the several members of the community.’

This great fundamental truth was also very clearly seen by
Bastiat—¢ This is now the time to analyse the true function of
Money, leaving out of consideration the miners and importa-
tion.

‘You have a Crown piece. What does it mean in your
hands? It is, as it were, the witness and the proof that you
have at some time done some work, which, instead of profiting
by, you have allowed society to enjoy in the person of your
client. This Crown piece witnesses that you have rendered a
service to society, and, moreover, it states the Value of it. It
witnesses, besides, that you have not received back from society
a real equivalent service as was your right. To put it in your
power to exercise this Right when and how you please, society,
by the hands of your client, has given you an Ackrowledgment
or Title, an Order of the State, 2 Token, a Crown piece, in
short, which does not differ from other Titles of Creatt, except
that it carries its Value in itself (?), and if you can read with the
eye of the mind the inscription it bears, you can distinctly see
these words—* Pay {o the bearer a service equivalent to that
whick he has rendered to sociely, value received, stated, proved,
and measured by that whick is on me.”

¢ After that you cede your Crown piece to me. Either it is
a present, or it is in exchange for something else. If you give
it me as the price of a service, see what follows: your account
as regards the real satisfaction with society is satisfied, balanced,
closed. You rendered it a service in exchange for a Crown
piece: you now restore it the Crown piece in exchange for a
service: so far as regards you, the account is settled. But I
am now just in the position you were before. Itis I now who
have done a service to society in your person. It is I who have
become its creditor for the value of the work which I have done
for you, and which I could devote to myself. It is into my
hands therefore that this Title of Credit should pass, the witness
and the proof of this social Debt. You cannot say that I am
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richer, because if T have to receive something, it is because I
have given something.’

So again he says—¢It is enough for a man to have rendered
services, and so to have the Right to draw upon society, by the
means of exchange, for equivalent services. That which I call
the means of exchange is Money, Bills of Exchange, Bank
wotes, and also Bankers. Whoever has rendered a service
and has not received an equal satisfaction, is the bearer of a
Warrant, either possessed of Value, like Money, or of Credit,
like Bank Notes, which gives him the Right to draw from
society, when he likes, where he likes, and under what form he
will, an equivalent service.’

So Mill says—‘The pounds or shillings which a person
receives weekly or yearly are not what constitutes his income:
they are a sort of Ticket or Order, which he can present for
payment at any shop he pleases, and which entitle him to re-
ceive a certain value of any commodity that he makes choice
of. The farmer pays his labourers and his landlord in these
Tickets, as the most convenient plan for himself and them.’

It is so clearly understood that Money is in reality nothing
more than the Right to demand something to be paid or done,
that many jurists, such as Vulteius, expressly class it under
the title of Incorporeal Property. '

Vulteius enumerates among Incorporeal Property—¢ Nummus
in quo non materia ipsa, sed valor attenditur.’—¢ Money in whick
not the Material but the Value is regarded.

Gold and Silver Money may therefore be justly termed
Metallic Credit.

Though the fundamental nature of Money is that it is a
mere Right of demanding something, yet the Quantity of matter
or stuff which is required to represent any amount of Debwt, or
as the equivalent of any commodity against which it is ex-
changed, will depend entirely upon the general laws of value.

30. Aristotle, then, and writers of all the modern Schools of
Economists, are unanimously agreed as to she fundamental
nature of Money. It represents Indebtedness, or Services
due : it represents the Rights which its holders have to demand
some product or service. Hence it may be stated as the funda-
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mental Axiom of Monetary Science—¢ 7/%¢ Quantity of Money
in any country represents the amount of Debt whick there
would be if there were no Money, and consequently this propo-
sition necessarily follows—‘Where there is mo Debt there
can be no Money’ The greatest Monetary disasters the
world has ever seen have been produced by violating these
fundamental axioms.

Different nations have adopted different substances to re-
present this universal want, The Hebrews, we know, used
Silver: although no Money was in use in the time of the
Homeric poems, Copper bars or skewers some time afterwards
were employed as Money in Greece, which were superseded by
" the silver coinage of Pheidon. The Athiopians used carved
pebbles : the Carthaginians leather discs with some mysterious
substance sewn up in them. Throughout the islands of the
Eastern Ocean and many parts of Africa and India shells are
still used. In Thibet and some parts of China little blocks of
compressed tea serve as Money. Salt is used in Abyssinia;
and in the oases of Africa a certain measure of dates called a
hatia is used as Money, In the last century dried cod was
used in Newfoundland ; sugar in the West Indies : and tobacco
in Virginia, Smith says that in his day nails were used as
Money in a village in Scotland. In some of the American
colonies, powder and shot : in Campeachy, logwood : and among
the North American Indians belts of wampum were used as
Money. We read of another people who used cowries for small
change, and the skulls of their enemies for large sums. It is
said that in 1867 the proprietors in Virginia were reduced to
such straits as to use dried squirrel skins as Money.

31. But when we consider the purposes for which Money is
intended, it is easily seen that no substance possesses so many
advantages as a Metal. The use of Money being to preserve
the record of services being due to the owner of it for any
future time, it is clear that it should not be liable to alter by
time. A money of dried cod would not be very likely to keep
very long, nor would it be very easily divisible. One of the
first requisites of Money is that it should be divVisible into very
small fragments, so that its owner should be able to get any

L N
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amount of service at any time he pleases. Taking these requi-
sites into consideration, it is manifest that there is no substance
which combines these qualifications so well as a Metal. It is
uniform in its texture: and it can be divided into any number
of fragments, each of which shall be equal in value to another
fragment of equal weight; and if required these fragments can
always be reunited and form a whole again of the aggregate
Value of all its parts: which can be said of no other substance.
All civilised nations, therefore, have agreed to adopt Metal as
Money : and of metals, Gold, Silver, and Copper have been
chiefly preferred.

On Credit

32. So long as nations continue in a low state of civilisation
all the Credit, or Money, is made of some material substance :
but when they advance in civilisation they use Credit of another
form. .

To revert to the case from which we showed that the neces-
sity of Money originated, that of an unequal exchange, suppose
that, instead of the general merchandise called money, the
Debtor gives the Creditor a simple Promise to render the
Balance of service due when required. Then the Creditor has
the Right to demand an equivalent at a future time. But it
is only a Right against a parficular person. Suppose that a
person holds a tea merchant’s Promise to give five pounds of
tea. If the person happens to want tea, and the tea merchant
is able to give the tea, such a Promise is exactly equivalent to
so much Money. And the Creditor may sell or transfer that
Right to demand so much tea for so much bread.

Now that Promise is only the Right to demand a particular
thing and from a particular person : and that person may die,
or becomie insolvent, and may not be able to fulfil his promise.
Hence the¢ Value of the Promise is particular and precarious.
The tea is the Value of the promise. To any one who wants
tea the Promise is exactly of the same Value as Money. So if
any one wants any particular thing, an Order for that thing is
of exactly the same Value as Money with regard to that thing.
If a person wants a shilling’s worth of bread : an oraer for
that amount of bread is of the same value as a shilling with
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regard to bread : if a person wants a shilling’s worth of milk, an
©raer for that amount of milk is of the same Value as a shilling
with respect to milk : and so on of everything else. The only
difference is that each of these Orders only entitles the owner to
get one particular thing : whereas with  shilling he can buy a
shilling’s worth of bread : or of milk : or of wine : or of any-
thing else he pleases. Hence each of these Orders has only
got one Value: whereas Money has a multitude of Values.
Again, if the person who has made the promise cannot fulfil it,
the Promise has lost its Value : but if a person has Money, he
can always find some person to give him the equivalent he
wants for it. Hence such an Order has only parficular and
precarious Value : but Money has general and permanent Value.

This Order or Promise or Right is what is usually called

" credit: and it is clearly seen that, though it is of a lower and
inferior form, yet it is of the same general nature as Money.
And as in Economics we are in no way concerned with the
materials of things : and since these Rights or Orders may be
exchanged, or bought and sold, equally as well as any material
chattels, they are called Pecunia, Res, Bona, Merx in Roman
Law : xpfpara, dyafa, mpdypara, olcos in Greek Law : goods and
chattels and vendible commodities in English Law : and there-
fore Wrealth in Economics.

From this it is seen that it is perfectly possible to carry on
the exchanges of society without material money. During the
late civil war in America gold and silver money entirely dis-
appeared from circulation : and private Tickets, of the nature
described above, took its place. Instead of Metallic Money,
people had their pockets filled with bread tickets, milk tickets,
railroad tickets, and many others. If a man had his hair cut
and tendered a dollar in payment, he could not get payment, he
could not get change in money, but he received so many Tickets
promising to cut his hair so many times. In one case we saw
in an American paper payment was made in tickets promising
to pay strawberries when the season came on.

The whole matter may perhaps be put in a clearer form by
this simple consideration. Suppose one person has sold any
commodity or done a service to another person, he is evidently
entitled to receive either an equivalent service at the same time,

N2
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or the Right to demand an equivalent service at some future
time. Now this Right may be in two forms, either that of
Metallic Money, which is a General Right to demand any
equivalent service from the whole mercantile community ; or a
Promise from that particular person to render an equivalent
service when required. Hence in either case the Creditor is
entitled to receive a Right, the cnly difference is that one form
of Right is general and permanent, and the other is particular
and precarious. But for all that they are clearly of the same
Nature. It is seen therefore that Money and Credit are homo-
geneous Quantities : and that Money is only the highest and
most general form of Credit.

The Incorporeal Right of action is of course the ¢ Vendible
Commodity,’ the ¢ Goods ’ or ¢ Chattel,’ and though it can neither
be handled.or seen, it may be sold or transferred even in that
form. But for the sake of cenvenience it is very usual to write
the Promise down on Paper; and then these written Promises
are termed Paper €redit : and in its simplest form would have
the particular service or product it was intended to command
stated on the face of it : as we have just seen was done in the
American war. Such form’s of Credit are by no means unusual
in the Southern countries of Europe : and in some rare in-
stances have been known in this country. But such a form
limits the utility and exchangeability of the Credit. In this
country it is almost invariably the custom to make Paper
Credit a promise to pay in Metallic Money, which is the gener-
ally received Power of demanding all products and services.

The reason why Paper can supersede Metallic Money is
now clear. An order 'to receive a coat would never serve as a
substitute for a coat, because it could not serve the same pur-
pose : an Order to receive bread may be bought and sold, but
it could never supersede bread itself, because it cannot serve as
food : and so on in other cases. An Order for such things
could never be used instead of the things themselves : because
they are heterogeneous quantities. But an Order to pay Money
may be used instead of Money, because they are homogeneous
quantities. A piece of Money is of no more direct use for eat-
ing, or drinking, or clothing, than a piece of paper: conse-
quently the exchange of Paper for Money is nothing more than
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the exchange of a Particular Right for a General Right. To be
useful, Money must be exchanged away just as paper is.
Hence if paper can be exchanged for exactly the same things
that Gold can, Paper has the same Value as Gold. As the
Italians say, Cke oro vale oro 2 : that which is of the Value of
Gold is Gold.

Now, as we have seen that Bxehangeability is the sole
essence and principle of Wealth, and these Orders or Credits
can be bought, and sold, and exchanged just like any other
commodities ; it follows that these Credits are Wealth for
exactly the same reason that Gold is : The whole mass of these
Rights in a country constitute a vast mass of Property : and are
the subject of the most colossal commerce in modern times.
This vast mass of Credit affects prices just exactly as so much
Gold does.

On the Distinction bclween Money and Credit

33. Money and Credit, then, are both of the same nature :
being each a Right or Title to demand something to be paid or
done by some one else.

The distinction between Money and Credit is this, that
Credit is what a person voluntarily takes in exchange for goods
or services, No one can compel another person to sell him
anything in exchange for Money or Credit.

But supposing that a Sale or Exchaﬁge has taken place,and
that a Debt has been incurred thereby, public policy requires
that the Debtor should be able to compel the Creditor to accept
something in discharge of his Debt. It would cause infinite
misery if Creditors might arbitrarily refuse to receive the offer
of payment of their Debts. Hence in all countries the Law
declares that if a Debt has been incurred, the Debtor can compel
the Creditor to receive something in payment of it.

Whatever that Something is which a Debtor can comgel his
Creditor to receive in payment of a Debt is termed ™oney or
Legal Tender.

From this it follows that some things may be Money in some
case$ and not in others. :

Gold Coin is Money, or Legal Tender, in all cases and to any
amount.
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Silver Coin is only Money up the amount of 40s. If a Credi-
tor chooses to receive it in payment of a Debt to any greater
amount than that, it is entirely of his own free will.

As between the public and the Bank of England, Bank Notes
are nothing but Credit. The Bank must cash its notes on de-
mand. And between private persons a Bank Note for 45 is
not Money or Legal Tender for that exact amount of Debt. But
for all debts exceeding /5, Bank Notes are Money, or Legal
Tender. But this only is the case so long as the Bank pays its
Notes in cash on demand. If it were to stop payment, its Notes
would cease to be Legal Tender in any case.

If two persons are mutually indebted to each other in equal
amounts, each may compel the other to receive the Debt he
owes in payment of the Debt which is due to him. Each Debt
is therefore Money, or Legal tender, with regard to the other.

On Barter, Sale, Bxchange, 27d Circulation

34. When commodities are exchanged directly for one an-
other, it is, as we have seen, called Barter.

When commodities are exchanged for Money or Credit, that
Money or Credit is only taken that it may be exchanged away
again. Hence the early Economists called a transaction in
which Money or Credit is used Aalf-an-exchange. It is also
called a Sale or Circulation. A Sale or Circulation always
denotes a transaction in which one or both the Quantities ex-
changed is Money or Credit.

The sum total of these Sales is properly termed the Cireu=
lation. Hence a single piece of Money may add considerably
to the Circulation : because the more frequently it is transferred
the more does it augment the number of Sales : and therefore
augments the Circulation.

The word Circulation is sometimes used in a very corrupt
sense, which must be carefully avoided, namely, as the Quantity
of Money and Bank Notes in circulation, especially the latter, Of
all the terms in common use this is one of the most objectionable.
To call the Notes in circulation the Circulation is as great a
confusion of ideas as to call a wheel a Rotation. We shall
accordingly never use the word Circulation to mean the amount
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of the Notes of a Bank; the correct expression evidently is to
say the Noles in Circulation.

As the use of Money and Credit is to set industry in motion,
and inasmuch as they have no use unless they do that, their
beneficial effects are not to be measured by their actual amount,
but by the Quantity of industry which they generate. Money
lying up in a box, or Credit unused, only represents latent Power,
and not actual Power. They may be called Power or Wealth
in the latent state : and they resemble the steam-engine of a
mill which is not going: and which is of no use unless it is set
in motion. And as the produce of the mill is measured by the
quantity of motion of the engine: so is the useful effect of
Money and Credit measured by the quantity of their motion,
which we have called the Circulation. The Circulation which
is the sole test of their useful effect is, therefore, the product of
their amount multiplied into the velocity of their circulation.
Engineers usually call the quantity of motion of the engine its
Duty : so we may call the Circulation the Duty of Money and
Credit.

It is so essential to have a clear conception of the useful
effect produced by any given amount of Money or Credit, that
we may add another illustration. The effect produced by any
body in motion is determined by the weight or mass multiplied
by its Velocity, and is called its Momentum. If the mass be
diminished, yet, by increasing the velocity, the effect or momen-
tum may still be the same. If a body weighing 100 lbs. move
with a velocity I, its momentum will be 100 : but if we diminish
the weight to 501bs., and can double the velocity, the effect or
momentum will be the same as before. The effects of Money
and Credit are exactly analogous. Their useful effect is the
result of their combined amount and velocity of circulation,
which we have called the Circulation. If we can make 50/
circulate with twice the velocity that 100/. does, the useful effect,
or circulation, will be exactly the same. Hence we may say
that the Circulation is the Momentum of Money and Credit.

35. An Bxchange is aJways the interchange of things of-a
like nature : either commodities for commodities : or Money or
Credit for Money or Credit. . -
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Thus we speak of the Foreign Exchanges, or the Value of
the Money of one country in terms of the Money of another:
or we ask for the change (i.e. the ’change or exchange) of a 5/
note or a sovereign: so we speak of exchanging one book for
another: or a picture for a statue.

So in Lear, when Albany throws down his glove to the traitor
Edmund, the latter, throwing down his own, says :(—

¢ There’s my exchange.’
meaning like for like. And, a little further on in the scene,
Edgar says to Edmund—

¢ Let’s exchange charity.’

So Laertes says in Hamle—

¢ Exchange forgiveness with me, noble Hamlet.

When the interchange is between commodities and Money
or Credit, the one who gives Money or Credit is said to Buy
the commodity : and the one who gives the commodity is said
to Sell it.

Thus we Buy a horse or a house, or land, or cattle, or corn
with Money. An officer formerly doxght a commission in the
army : but he exchanged from one regiment into another.

Or the Meaning of Circulating Medium

36. The term Circulating Medium does not occur in Smith.
The first instance of its use that we are aware of is in a speech
of Fox’s in 1797, in which he complains that it was a novel
term whose meaning was not very well settled.

In scientific language a Medium is some middle thing by
which something else is effected. The Circulating Mediam
is therefore the Medium by which Circulation is effected. We
have already defined Circulation to be the exchange of a com-
modity for Money or Credit. Consequently the Circulating
Medium must include Money and Credit in all its forms.
Hence the total amount of the Circulating Medium must be
simply the total amount of Money and Credit in all its forms.

On the Meaning gf Currency

37, All writers use the term Curremocy as absolutely syno-
nymous with Circulating Medium : if therefore we can positively
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decide the meaning of one of these terms, that will also neces-
sarily determine the meaning of the other. It has been seen
that the meaning of the term Circulating Medium is perfectly
clear : and this must also determine the meaning of Currency.

But the scientific meaning of the word Currency itself is not
so evident : and it has given rise to protracted controversies in
modern times. We shall not discuss these controversies here :
we shall simply explain the true meaning of the word. It is, in
fact, a technical term of Mercantile and Constitutional Law.

The following is the meaning of the words Current and
Carrency in English Law.

It is a general rule of Law that a person cannot transmit to
another any better title than he has himself. It is also a general
rule of law that, if a person has accidentally lost a thing, or has
it stolen from him, he does not thereby lose his Property, or
Right, in it. Consequently he can not only recover it from the
thief or finder himself, but also from any one else to whom the
thief or finder may have sold it: even though the purchaser
paid the full price for it to the thief or finder, and bought it
quite honestly, and without the knowledge that it was not the
Property of the seller.

By the Common Law of England, if the thief or finder
managed to sell the goods in market overt, the purchaseracquired
a valid title to them, and could retain them against the true
owner. Thus, in Every Man in his Humour, when Down-right
claims his cloak, Stephen mendaciously says :(—

Your cloak, Sir! I bought it even now in open market.

But to this rule of law Money was always an exception. If
the true owner of the Money finds it in the possession of the
thief, he can recover it : but if the thief or finder has purchased
goods in a shop with it, and the shopkeeper takes the money
honestly in the way of business, and without knowing it has
been stolen, he may retain it against the true owner, from whom
it has been stolen, even if he can identify it. That is, Z4¢ Proe
perty iz Money passes iy Delivery.

It is this peculiarity in the laws affecting the Property in
Money which passes by delivery which is denoted by the words
Current and Currency in English Law. '
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38. And when the representatives and substitutes for Money,
such as Bank Notes, Bills of Exchange, Cheques, &c., came
into use, the Lex Mercatoria, or custom of merchants, applied
the same doctrine or principle of Currency to them. They were
treated like Money in so far as this, that the Property in them
passes like the Property in Money. Thus, if they are lost or
stolen, the true owner may recover them so long ae they are in
the possession of the finder or thief : but if the possessor of them
passes them away for value in the ordinary course of business
to an innocent holder, that innocent holder acquires the Pro-
perty in them, and may retain them against the true owner, and
enforce payment of them from all the parties liable. Thus Bills
of Exchange, Bank Notes, &c., and all other Securities for
Money, are assimilated to Money in this important respect, that,
even though stolen, when they have once been passed away in
¢ Currency ’ the Property in them belongs to the innocent pur-
chaser: and Lord Mansfield said that no action would lie for
them after they have once been paid away ¢in Currency.’

It is thus seen that in strict law this principle of Currency
can only be applied to those rights which are recorded on some
material. An abstract Right cannot be lost, mislaid, stolen,
and passed away in commerce. For a Right to be Currency in
strict law, it must be recorded on some material, so as to be
capable of b:aing carried in the hand, or in a man’s pocket, or
put away in a drawer, or dropped in the street, or stolen from
the drawer or from a man’s pocket, and carried off by the finder.
or thief, and sold like a piece of goods.

So far then as regards law there is no difficulty : the mean-
ing of the word is perfectly plain. But, if the word Currency is
used to denote a certain class of Economic Quantities, syno-
nymously with Circulating Medium, a difficulty arises : because
there is an immense mass of Credit which has produced ex-
changes, and is therefore Circulating Medium, which is not
recorded on any material at all, in such a way that it can be
lost, or stolen, and passed away by manual delivery.

Thus the gigantic mass of Bank Credits and Book Debts
of Traders have all effected a Sale or Circulation: and
therefore they are all Circulating Medium : but they are not
Currency in a legal sense, because they cannot be mislaid,



CH. L Different Forms of Currency 187

or lost, or stolen, and passed away by manual delivery. So also
private Debts between individuals. These Debts only arose
out of the transfer of Money or Commodities: and they exist
equally whether they are recorded on any Material substance
or not. They are equally Circulating Medium. Consequently
they are not Currency in point of Law, but they must all be
included under that term when used in its scientific sense in
Economics, synonymous with Circulating Medium : because
those Rights of action are exactly the same in their nature and
effects whether they are recorded on paper or not.

This truth was well expressed by the Marquis of Titchfield in
the House of Commons, in speaking of the various forms of
Credit used as substitutes for Money—* When it was considered
to how great an extent these contrivances had been practised
in the various modes of erbal, Book, and Circulating Credits,
it was easy to see that the country had received a great addition
to its Currency. This addition to the Curremcy would of
course have the same effect as if Gold had been increased
from the mines.’

Different Porms of Currency

89. Adopting, then, this Definition of Currency or Circu-
lating Medium, we may enumerate its different forms or species
as follows—

1. Coined Money : Gold, Silver, and Copper.

2. The Paper Currency: Promissory Notes, Bills of Ex-
change, &c., with all their varieties.

3. Simple Debts of all sorts not recorded, on Girculating
Paper: such as Credits in bankers’ books termed Deposits :
Book Debts of traders : and private Debts between individuals,
termed Verbal Credits.

It is obvious that there is no distinction in principle between
these two latter species. They each denote that a transaction
of some sort has taken place, and are a Title to future payment.
As a matter of convenience some of them are recorded on paper :
but that does not alter their nature. Itis certainly true that
some of these descriptions of Currency are more eligible and
" secure than others: and perform their duties with different
degrees of advantage. The Metallic Currency rests upon the
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Credit of the State that it is of the proper weight and fineness:
and the universal readiness of the people to receive it in return
for services and products. Paper Currency, in this country at
least, rests entirely upon private Credit, and is of all degrees of
security from a Bank of England Note down to a private I.O.U.
These different species of Currency, therefore, though they may
possess different degrees of Circulating Power, though they may
be more or less eligible or secure, represent but one Fundamental
Idea—Debt. From these considerations it follows that the
amount of Currency or Circulating Medium in any country is
the Sum total of all the Debts due to every individual in it—
that is, all the Money and Credit in it.

Lastly, under the Term Currency Postage Stamps must
be included. Though the point has not been decided in Law
yet, there can be no doubt whatever that Postage Stamps are
subject to the principle of Currency. They are a most usual
form of remittance: they pass in almost all small payments :
and since the Law has directed the Post Office to cash them in
money, they are in reality 14, notes: and if any one were to
steal Postage Stamps and pass them away honestly in pay-
ments, there can be no doubt that the same principle of Cur-
rency would apply to them, as to Bank Notes, Bills and Notes:
hence they are strictly Currency.

On Price, Interest, a7d Discount

40. When any Economic Quantity is exchanged for any
other Ecenomic Quantity, each is termed /%4¢ Wwalue of the
other. But when one or both the quantities exchanged are
Money or Credit, they are each termed the Price of the other.
Price, therefore, is always Value expressed in Money or Credit.

Now, the Value of Money is the Quantity of any Commaodity
or Service which can be got in exchange for it: the greater the
Quantity so obtained, the greater is the Value of Money : the
less the Quantity so obtained, the less is the Value of Money :
or if the Quantity of the Commodity is fixed, the less the Money
given for it the greater is the Value of Money : and the more
the Money given for it, the less is the Value of money : hence it
follows that 72¢ Walue of Money varics Inversely as Price.
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Debts or Credits, however, are Commodities which are
bought and sold like any material chattels : and for the conve-
nience of sale they must be divided into certain Units : Coals
are sold by the ton : corn by the quarter : sugar by the pound :
other things by the ounce. The Unit of Debt is the Right to
demand £100 /0 /¢ paid one year hence. The sum of Money
given to buy this Unit of Debt is its Price : and of course the
less the Price given to buy the fixed Unit of Debt, the greater is
the Value of Money.

But in the commerce of Debts it is not usual to estimate
the Value of Money by the Price paid for the Debt. As Money
naturally produces a Profit, it is clear that the Price given for a
Debt payable one year hence must be less than the Debt. The
Difference between the Price and the Amount of the Debt is
the Profit made by buying it. This Difference or Profit is
termed Discount. And it is clear that, as the Price of the
Debt decreases or increases, the Discount or Profit increases or
decreases. In the commerce of Debts it is always usual to
estimate the Value of Money by the Discount or Profit it
yields. Hence in this case /2¢ Value of Money varizs Directly
as Discount.

Hence it must be observed that there are two great branches
of Commerce : the commerce of Goods and Commodities : and
the commerce of Debts. And the expression Value of Money
has two distinct meanings according as it is applied to these
different branches of commerce. In the Commerce of Goods
the Value of Money means the Quantity of the Goods it can
buy : in the Commerce of Debts it means the Prodt made by
buying the Debt,

Accordingly we have this Rule which embraces both branches
of commerce.

The Value of Momey varies Inversely as Price and
Directly as Discount.

Profits made by trading in Money are made in two ways—

1. When the person who advances the Money agrees to
defer receiving the Profit till the end of the term agreed upon.
In this case the Profit is termed Interest. .

If a man ‘lends’ £100 for a year, it is in reality a Sale or an
Exchange in which he sells the Money, and in exchange for it
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he receives the Right to demand f£105 at the end of the year :
and the £5 is the Interest.

2. Where the Profit is retained at the time of the advance
and deducted from the advance : in this case the Profit is
termed Discount.

But Discount is of two kinds—

(a.) In theordinary books of Algebra it is said that Discount
is where the Profit is retained at the time of the advance : and
the sum advanced is such a sum as improved at the given Rate
of Profit ought to be equal to the full sum. This may be called
Algebraical Discount. It is used by Insurance Companies in
determining the Present Value of future payments.

(6.) Butthe above kind of Discount is never used by bankers.
In banking it is invariably the custom to deduct the full amount
of the Profit agreed upon ; and advance the difference. Thus,
if a banker discounts a bill of £100 payable in one year at 5 per
cent., he simply advances £95 and retains the £5 as profit. As
this method is always used in banking, it may be termed Bank-
ing Discount.

The Profits make by Interest and Algebraical Discount are
exactly equal : but Banking Discount is more profitable, be-
cause in the latter £5 is gained in the advance of £9s, in the
former on the advance of £100.

In either case the Money is the Price of the Debt, and the
Debt is the Price of the Money.

The Rate of Interest or Discount is the Amount of Profit
made in some given Time as a year.

On the Channel 9f Circulation

41. We must now advert to an expression which is some-
time used in monetary discussions, and which will suggest some
important considerations. i

When unequal exchanges take place of commodities and ser-
vices, it has been shown that Money and Credit represent the
balances which arise from these unequal exchanges. The total
of these are called the Circulation, and in monetary discussions
the amount of these balances which arise is sometimes called
the Channel of Circulation.
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This Channel of Circulation is represented or filled by some
material : and prices are estimated in pieces of this material.
The quantity of the material which represents any given amount
of Debt, and is equivalent to any amount of commodities or
services, is entirely determined by the general laws of Value,
and need not be adverted to here.

Let us first suppose that Gold. is at any time used to repre-
sent Debt and to fill this Channel of Circulation : this gold
metal is divided into certain pieces of fixed quality and weight,
which are termed Coins: and Prices are estimated in these
Coins.

But suppose that at any time Gold was suddenly discon-
tinued as the representative of Debt, and Silver substituted for
it : and suppose that pieces of Silver were coined of exactly the
‘same size as the previous gold pieces, and substituted for them
as the representatives of Debt.

Then, as Silver is about 15 times less valuable than Gold : it
is clear that it would require fifteen times as many pieces in
Silver to represent any amount of Debt as it would Gold pieces:
and prices would apparently rise fifteenfold : but other commo-
dities would still preserve the same relations among themselves.
Hence, although Prices would rise, yet the Values of Commo-
dities would remain exactly the same,

Again, suppose that Silver was taken away as the represen-
tative of Debt, and Copper substituted : and Copper coins
struck of the same size as the silver or gold ones, and called by
the same name. These pieces would be estimated in Copper :
and as Copper is nearly goo times less valuable than gold ;
Prices estimated in Copper would rise to about goo times their
amount in Gold : the relative values of all other commodities
still remaining the same.

Now, as the Value of Gold in representing Debts depends
upon the Quantity of the Gold which represents any amount of
Debt, it would manifestly follow that if the Quantity of Gold
was suddenly increased which represented any amount of Debt,
the Value of Gold would greatly diminish. And if Gold became
as plentiful as silver, it would have no more value than silver :
and consequently, even while the weight of the coins and their
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quality remained the same, Gold would fall to the fifteenth part
of its former value as a Purchasing Power.

So also, if Gold were to become as plentiful as Copper ;
while it still represented the same amount of Debt, it would be
of no more value as a Purchasing Power than Copper : that
is, it would fall to about the gooth part of its former value.

Thus, in a general way, if a certain Quantity of Stuff of any
sort is used to represent any Quantity of Debt, at any time, if
the Quantity of Stuff is greatly increased while the Quantity of
Debt remains the same, it necessarily produces a great diminu-
tion in the value of the Stuff : and a general rise of prices.

But the Quantity of Stuff which represents Debts and fills
the Channel of Circulation need not be all of the same material.
Thus it may be partly Gold, partly Silver, and partly Copper :
and Prices will be estimated by the whole Quantity of Stuff
which fills the Channel of Circulation, and not by any particular
portion of it.

In modern times a new kind of stuff has been employed to a
gigantic extent to fill the Channel of Circulation, and that is
Credit, or simple Rights of action in different forms.

Thus the whole Quantity of Stuff which fills the Channel of
Circulation is composed of Gold, Silver, Copper, and Creatt :
and Prices of Commodities are estimated according to the aggre-
gate of all these different kinds of Stuff, and not according to
any single one. Hence the creation and use of Credit in mo-
dern times produces exactly the same effects and acts upon
prices exactly in the same way as an equal Quantity of Gold.
And this to an extent which is very imperfectly appreciated and
understood. It will be shown hereafter that in this country the
Quantity of Credit which is used in commerce may be approxi-
mately estimated at about fifty times the quantity of metallic
coin. Hence a thorough comprehension of the principles and
mechanism of the great system of Credit is the very fourdation
of all modern Economics : and it is the excessive creation of
Credit which produces more changes in the Prices of commodi-
ties at the present time than anything else.
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On Securities for Money a#d Convertible Securities

42. We must now explain the distinction between Securi-
ties for Money and Convertible Securities.

A Security for Money always means a Security, or Obli-
gation, for the payment of a definite sum of money by a
definite person at a definite time. There is therefore always
some Person who is bound to pay it, There are different
forms of such Securities, such as Bank Notes, Bills of Exchange,
Navy Bills, and Debts of all sorts.

Convertible Securities are Securities which no particular
person is bound to pay: but for which, under usual circum-
stances, a purchaser can readily be found in the open market.
A Convertible Security means any Property which can readily
be sold. This species of Property includes the Funds, Shares
in Commercial Companies of all sorts, all title deeds to goods
of a movable description, such as Bills of Lading, Dock War-
rants, &c. As Convertible Securities mean Property which can
be readily converted into Money, there are, of course, all degrees
. of convertibility. There is no absolute distinction in principle
between the different species of property. But of all species of
property the Funds are the most readily convertible : and the
Land, or Real Property, is the least readily convertible, mainly
in consequence of the difficulty and expense in its transfer.

Thus Securities for Money are always Rights against a Per-
son, or are Fura in personam, and are never Rights to specific
things, or Jura in rem. Convertible Securities are never a
Right against a person : and certain kinds of them are always
Titles to specific goods.

Sometimes a Security for Money may be changed into a
Convertible Security. This is done in what is called Funding
the unfunded debt. The Government, like private individuals,
often raises money on its Bills, and is of course bound to pay
them at maturity. These Exchequer Bills, as they are called,
are, like any other Bills, Securities for money. Sometimes,
when these bills, called Floating Debt, amount to a large sum,
it is not convenient for the Government to pay them off : and it
gets its creditors to agree not to demand repayment of the whole
debt, but only to receive interest on it in perpetuity. When

L (o]
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this is done the creditor loses the Right to demand the prin-
cipal sum from the Government, but he may sell the Annuity,
or the Right to receive the annual payments, to any one in the
open market. It then becomes a Convertible Security, and is
called the Funds, or Stock. This operation is termed Funding’
the Unfunded or Floating Debt.

In a similar manner Railways have been allowed to borrow
money on their Bonds, termed Debentures. Finding it incon-
venient to repay these large sums, they have formed them into
Debenture Stock, upon which they are only bound to pay the
interest, like the Public Funds.

On Production a7d Consumption : and Supply and Demand

43. The terms Production and Consumption are always
used as correlatives in Economics, and the phrase ‘®Produc-
tion and Consumption’ is one and indivisible, and its terms
cannot be separated.

On Production

The Physiocrates originated the expression *Production,
Distribution, and Consumption of Wealth, by which they
meant the Commerce or Exchange of the material products
of the earth, and of these only.

By Production they meant obtaining the new produce from
the earth, and bringing it into the Market or into Commerce.

The word Production comes from the Latin producere,
which means to Zead, or éring fortk ; it is the technical word
in Latin for % expose for sale.

Thus Thais, in the Eunuchus of Terence, says :—

Pretium sperans illico
Producit, vendit.

Hoping for a good price, offers her there for sale, sells ker.
So Menedemus, in the Heauton Timorumenos .—

Ancillas, servos . . . .
Omnes Produxi, ac vendidi.

"All the slaves, male and female, X offered for sale, and sold,
So Suetonius says :(—‘Quum familia alicujus venalis Pro-
duceretur.’
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When any one's household slaves were offerea for sale.

The original sense of Produce in English is exactly the
same as in Latin. It is to draw forth, to cause to come near, to
place in a given spot.

Thus it is said in Isaiah :—¢ Produce your cause, saith the
Lord: éring forth your strong reasons, says the King of Jacob:’
and the marginal note says, ¢ Produce, cause to come near.

So Antony, in Fulius Casar, says :—

That's all I seek,

And am moreover suitor, that I may
Produce his body in the market-place.

So Albany says, in Lear:—
Produce their bodies, be they alive or dead.

So when Mr. Montague Tigg gives Mr. Jonas Chuzzlewit and a
party a dinner—¢ It was as good a one as Money (or Credit, no
matter which) could Produce.’

So to Produce a thing is simply to bring it forward, and
place it where it is wanted. If a witness is told to produce a
deed or other document in Court, it means that he is to bring it
into Court and place it there. So a party to a cause Produces
his witnesses in Court. A gaoler is ordered to Produce the
body of his prisoner in Court, Ze. to place him there.

In the universal language of commerce the Producer is the
person who brings anything into the market and gffers iz for
sale. 'When the turn of the market is for or against the Pro-
ducer, it means that it is for or against the Seller.

Hence the true and original meaning of Produection in Eco-
nomics is to place anything in the market, or in the spot where
it is gffered for sale.

A great poet may Produce a gredt poem: a great sculp-
tor may Produce a great statue: a great artist may Pro-
duce a great picture. we may estimate their merits most
highly: they may be among the highest products of human
genius :—but how are we to estimate their Money Value? Now,
though the poem, the picture, or the statue, may be produced in
nature, or called into existence: they are not Produced in
Economics until they are brought into the market and offered
Jor sale.

02
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So in French the primary and original meaning of Produire
is pousser en avant: and of Production it is action de produire,
de mettre en avant.

Three different Classes of Producers

44. In Economics, then, Production means placing any
article in the market, and offering it for sale; and all the dif-
ferent operations necessary for that purpose are summed up
and included under the term Production.

Now there are in general Three distinct kinds of persons
who are required to place any article in the spot where it is
offered for sale to the final purchaser.

I. Agricultural Producers.—One class of persons obtain
the raw produce from the earth, such as agriculturists, miners,
hunters, fishermen, &c., and bring it into commerce : These are
called Agricultural Producers.

2. Manufacturing Producers.—But as the raw produce of
the earth is seldom fitted for human use without undergoing
several processes of manufacturing and fashioning, manufac-
turers of all sorts purchase this raw produce from its first or
Agricultural Producers, and fashion and transform it by an
infinity of processes, so as to render it fit for human use. These
are termed. Manufacturing Producers.

3. Commercial Producers.—But even after the raw produce
of the earth has been rendered fit for human use, it has to be
transported ‘from one country to another: and from one place
to another, to the shop or market where it is finally offered for
sale or use. Hence all modern Economists include Transport
as one species of Production. J. B. Say expressly enumerates
transport under the term production. Mill, who gives the first
book of his work to Production, in the sense of obtaining things
from the earth, in a subsequent chapter says :—¢ Improvements
in production, understanding the last expression in its widest
sense to include the process of procuring commodities from a
distance, as well as that of producing them.’

Hence Merchants, or Foreign importers, Wholesale and
Retail dealers of all sorts, are Producers, because they place
the product in the spot where it is offered for sale. Hence it is
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most important to observe that Commeree Or Circulation is
one species of Production. All these classes of persons are
termed Commereial Producers.

Hence all Production is summed up in placing any article
in the place where it is offered for Sale. So far as the Cus-
tomer is concerned, the fradesman in whose shop he finds the
article he wants is the Producer. It makes no difference to
him whether the tradesman keeps workmen in his own employ,
and transports the article from his workshop to his counter, or
whether he pays an independent manufacturer 300 miles off to
make it, and then transports it to his shop.

On Consumption

45. The word Consumption is the correlative of Produc-
tion: as Production means placing an article in the spot where
it is offered for sale, so Consumption means purchasing the
article, and taking it out of commerce for the purpose of use
and enjoyment, It requires, however, some little explanation
to show how this meaning is arrived at.

The term in French for Consumption is Consommation,
which means completion, and was used by the early French
Economists to mean simply Demand. Consommation (De-
mand), says Boisguillebert, is the principle of all Wealth,

Thus the Physiocrates termed the person who finally bought
a product, and removed it from the operations of commerce for
use and enjoyment, the Acheteur-Consommateur, the Buyer-
Consumer.

Consommation is derived from the werd Consommer, which
comes from the Latin Consummare, to complete, to accomplish.

Thus La Fontaine says—‘En peu de jours il consomma
Paffaire.” ¢In a few days he completed the transaction.’

So Pascal says—¢‘On va chercher et comnsommer la démon-
stration.” ¢We must now seek for and complete the proof.

So Dupuis says—¢ Durant laquelle se consomme le grand
ouvrage. ¢During which the great work is completed’—* tout
était consommé au retour du soleil A I'équinoxe’—¢ all was com-
pleted at the return of the Sun to the equinox.’

Another writer says—* Le sacrifice d’Isaac, qui ne fut point
consommyé, fut I'image de celui qui fut consommé sur la croix.’
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¢ The sacrifice of Isaac, which was not completed, was the type
of the one which was completed on the Cross.

We need not multiply instances, as any one who reads
French attentively knows well enough that the genuine sense of
consommey is to complete or accomplish.

And this was the meaning universally given to Consomimnation
by the early French Economists.

Thus Le Trosne says—* I1 y a cette différence entre I'échange
et la vente, que dans I'échange tout est consommé pour chacun
des parties: elles ont la chose qu’elles voudraient se procurer,
et n'ont plus qu’a jouir. Dans la vente, au contraire, il n’y a que
Tacheteur qui eut rempli son objet : parce qu’il n'y a que lui qui
soit & portée de jouir. Mais tout n'est pas Zerminé pour le
vendeur.’

And again—* L’échange arrive directement au but, qui est la
Consommation : il n'a que deux termes, et se fermine par un
seul contrat. Mais un contrat ol I'argent intervient n’est pas
consommé, puisqu’il faut que le vendeur devienne acheteur, ou
par lui-méme, ou par linterposition de celui auquel il transpor-
tera son argent. Il y a donc pour aboutir A la Comnsommation
qui est objet ultérieur,au moins quatre termes et trois contract-
ants, dont l'un intervient deux fois.”

So Blanqui says—*Toutes les transactions devaient se cox-
sommer par forme d’échange.’

So Cournot says—*‘Ou se consomment les achats et les
vents.’

So Michelet says—¢ Il ne consomme rien, ne finit rien.!

Consommation or Consumption, then, in the language of the
early French Economists, simply meant the completion of an
Exchange. Suppose, for example, that a painter and a sculptor
agree to exchange a picture and a statue. When the painter
has received the statue, and the sculptor has received the pic-
ture, each has Produced, i.e., offered in exchange his own work,
and consummated his desire by obtaining the thing he desired
to enjoy. And the Exchange is Consummated and Completed :
because each has obtained a Satisfaction. Hence was effected
what the Early Economists called a complete Exchange. But
there was no idea of Destruction in this reciprocal Consumma-
tion of desires.
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The Consommateur, or Consumer, then, was the person who
consummated, completed, or accomplished the desire of the
Producer. The Producer brings forward something and offers
it for sale: but it is the Purchaser who gives Value to it : it is
he who crowns the work, and consummates the desire of the
Producer: and completes the transaction by purchasing the
product, thereby giving it Value. The Consumer, therefore,
meant nothing but the Purchaser, or the Customer.

But, as a matter of fact, a considerable portion of what men
buy they purchase for the sake of destruction, such as food,
wine, &c., and so gradually, from carelessness and want of
scientific accuracy, the word Consommation came to be applied
to destruction. All sorts of food are now called arZicles de con-
sommation in France: and thus the French Economists have
corrupted the French language.

Much misconception has arisen from the French language
having two words, Consomption and Consommation, which are
both translated by the same English word, Consumption. The
French word Consomption comes from Consumer, from the
Latin Consumere, to destroy, to waste away. But Consomption
is never used in French Economics to mean Consumption.

Smith begins his work thus :—‘ The annual labour of every
nation is the fund which originally supplies it with all the neces-
saries and conveniences of life which it annually consumes.’
Now what does Consumes mean here? So far as regards food
and clothing, the meaning may be thought to be clear enough.
The labourer consumes, i.e. destroys, food and clothing, which
he receives in exchange for his labour. But suppose that, after
having satisfied his hunger, and bought sufficient clothes, he
wants a house: does he Comsume the house? Suppose he
gratifies his taste by buying a picture or a statue ; does he Cozn-
sume the picture or the statue? Suppose he goes to see a play
or an opera : does he Consume the play or the opera? If he
buys a diamond ring or any other article of jewelry; does he
Consume the diamond ring or the jewelry? If he invests his
savings in buying a piece of land: does he Consume the land ?

The fact is, that Smith knew well enough that Consumption
in Economics does not mean Destruction,but simply Purchase.

In a subsequent passage he says—‘ Though the weekly or
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yearly revenue of all the different inhabitants of every country
in the same manner may be, and in reality frequently is, paid
to them in money: their real riches, however, the real weekly or
yearly revenue of all of them taken together, must always be
great or small in proportion to the quantity of consumable goods
which they can all of them purchase with this money. The
whole revenue of all of them, taken together, is evidently not
equal to both the money and the consumable goods, but only to
one or the other of these two Values, and to the latter more
properly than to the former.

¢ Though we frequently, therefore, express a person’s revenue
by the metal pieces which are commonly paid to him, it is
because the amount of these pieces regulates the extent of his
power of Purchasing, or the value of the goods which he can
annually afford to Consume. We still consider his income as
consisting in this power of Purchasing or conunmln‘, and
not in the pieces which convey it.’

Thus Smith uses the word Consuming simply as meaning
Purchasing : and of course persons are very far from destroy-
ing or intending to destroy all they purchase.

We must, therefore, eliminate all ideas of Destruction from
the term Consumption in Economics: and leave only Purchase
as its true meaning. The Consumer is simply the Purchaser
Or Customer.

Meaning of the Expression * Production azd Consumption *

46. Hence the student must carefully observe that in the
language of Economics the expression ¢ Production and Con-
sumption’ is one and indivisible, and must not be separated
into its component terms. Production and Consumption to-
gether constitute Exchange, and each act of Exchange is a
phenomenon of Value or of Commerce.

It is often said that Consumption is the end and aim of all
Production : but if Consumption is used to mean Destruction,
this statement is obviously untrue.

An architect builds a palace: he, the builders and the work-
men are, in the language of Economics, Prodacers : the palace
is a Prodact. Are palaces built for the purpose of being de-
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stroyed : and is a loss incurred if they are not destroyed imme-
diately they are produced ?

An artist produces a great picture: a sculptor produces a
great statue: are the picture and the statue produced for the
purpose of being destroyed ? and is a loss incurred if they are
not destroyed immediately they are produced ?

We need not give any more instances, as multitudes will
occur to any one who reflects on the subject.

Even though it should be said that the majority of things
wear away in the course of time, Economics has nothing to do
with their destruction, as Economics has nothing to do with
the various processes by which things are obtained : but a pro-
duct only enters into Economics when it is brought into com-
merce and off:red for sale: so when it is finally purchased for
use and enjoyment, and passes out of Commerce, it passes out
of Economics: and Economics has nothing to do with the mode
in which products are used and enjoyed. The Economic phe-
nomenon is nothing but the Exchange.

Bastiat well says—¢In general we devote ourselves to a
trade, a profession, or career: and it is not from that that we
expect directly the object of our satisfaction. We render and
we receive services: we offer and we demand values; we make
purchases and sales: we labour for others, and others labour
for us: in a word, we are Producers and Consumers.’

In short, when we understand the true meaning of the terms
Production and Consumption, the expression ¢ Consumption is
the end of all Production’ is simple tautology: for it means
only this, that things are offered for sale for the purpose of

being sold !
On Supply and Demand

47, So long as the science of Economics was limited to the
material products of the earth, the phrase ¢Production and
Consumption’ was perfectly intelligible and unobjectionable.
But when the term Wealth and the Science of Economics were
extended to include Labour and Rights, great awkwardness
arises. For even though it is carefully explained that Produc-
tion means nothing bpt offering for sale, and Consumption
means nothing but Purchasing, it is very awkward to speak of
the Production and Consumption of Labour.
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And it becomes still worse when Rights are brought into the
science as Exchangeable Quantities, or articles of commerce.
For who would understand the expression the Production and
Consumption of Debts, Shares, the Funds, Copyrights, Pa-
tents, &c.

Under these circumstances, it is indispensable to resort to
terms of wider import, which will include all the three orders of
Economic quantities, and these we have in the terms Supply
and Demana.

Production is the Quantity of anything offered for Sale: and
the Supply of anything is also the Quantity of it offered for
sale: and it is quite usual to speak of the Supply of Labour, i.e.
the persons who are offering their Labour for sale: and it is
also quite usual to speak of the Supply of Bills, i.e. of Debts in
the market. Hence the word Supply is constantly used with
respect of the Quantity of all the three orders of Economic
Quantities offered for Sale: and is therefore the term we want.

Somewhat more subtlety appertains to the word Demand.

Demand, of course, is a desire of the mind to possess some-
thing : but unless persons possess something to give in exchange
for what they want, they can give no effect to their desire: and
such an impotent desire is not an Economical phenomenon.

It is easy to see that Demand is not exactly the same thing
as Consumption : because there may be exactly the same num-
ber of things bought or consumed: ard yet the Demand for
them may be very different.

Suppose a theatre which holds a certain number of seats:
in ordinary times the house may be filled at certain prices. But
an artist of extraordinary merit, a Jenny Lind, comes, and the
Demand, or the desire to possess the seats, increases—prices
rise enormously. Now the number of seats, or the Production,
remains exactly the same ; the Supply is exactly the same: the
number of seats offered for sale, and the number bought, or the
Consumption, remain exactly the same : but the Demand has
varied greatly.

Now, as Value is originally a desire of the mind: but as
Value is not manifested as an Economic phenomenon unless an
Exchange takes place: and what a person gives to obtain some-
thing else is termed the Value of that commodity: so Mill has
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proposed that the Quantity of Money or anything else a person
gives to obtain something in exchange for it should be called
the Demand for it. This suggestion is excellent, and clears
away many difficulties which surrounded the term: and we shall
adopt it. Thus each Quantity offered is the Supply of that
article, and the Demand is the Value of the other, whatever
their nature may be.

Thus, while the terms Production and Consumption were
limited to the exchange of the single class of the Material pro-
ducts of the earth: the terms Supply and Demand embrace
and comprehend the exchange of all the #%ree classes of Econo-
mic Quantities.

On Productive Labour

48, The word Productive also, of course, comes from the
same word Producere, to draw forth: but was always applied
by the Physiocrates to that which Produced or Drew forth a
Profit: ze. produced a surplus after defraying its Cost. By
Productive Labour the Physiocrates meant Labour which
produced a Profit after defraying the Cost of Production. By
Unproductive Labour they meant Labour which produced no
excess of Value, or Profit, after defraying its cost. It does not
concern us here to determine whether they were right in their
designation of particular kinds of Labour as Productive and
Unproductive : we have only to explain their meaning of the
term.
So Smith says that a Capital may be employed in four
different ways, and that all persons who employ their Capital
in any of these four ways are Productive Labourers.

And these passages agree exactly with common usage.
Hence, in accordance with them and with general usage, we shall
always use the term Productive Labour to mean Labour which
earns or produces a profit: and Unproductive Labour to mean
Labour which earns or produces no profit, after defraying the
Cost of Production.

O Cost of Production

49. As it has been explained that Production in Economics
means placing any commodity in the market or place where it
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is offered for sale, the Cost of Production means the sum actu-
ally expended on it, in all its various stages, to place it in that
market.

On Profit : and Rate of Profit

50. The word Profit comes from the Latin Proficere, to
make progress.
So Marlowe, in Faustus, says—

So soon he Profits in Divinity.

Z.e. progresses.

The sum actually expended in placing any commodity in the
market is its Cost of Production ; the sum it actually sells for
is its walue: and the Difference between the Cost of Produc-
tion of any thing and its Value is termed the Profit.

The Value may exceed or it may fall short of the Cost of
Production: when the Value exceeds the Cost of Production
the Difference or the Profit is Positive, and is termed a Gain:
when the Value falls short of the Cost of Production, the Differ-
ence or Profit is Negative, and is termed a Loss.

The Rate of Profit is the Amount of Profit made in some
given Time, as a year.

Hence the Rate of Profit varies directly as the Amount of
the Profit: and énwersely as the Time in which it is made.

On Capital

51. The word capital comes from the Latin Capw?, which
means the Source of a spring, or the Root of a plant: that is,
the source from which Increase or Profit flows.

Thus Plautus says—

¢O scelerum Caput’—¢O source or fountain of crimes’—
¢ Perjurii caput’—¢ Oh fountain of perjuries.’

Stephens, in his Thesaurus, thus defines the word xe¢pdAacor
—Caput, unde fructus et reditus manat. ¢ Capital: /¢ Source
Srom whick any Profit or Revenue flows.

So Senior says—‘ Economists are agreed that Whatever
gives a Profit is properly termed Ccapital.’

And de Fontenay says—¢‘Wherever there is a Revenue
you perceive Capital.’
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This is a good general Definition: and exactly conforms to
the canons we have laid down: and the whatever gives a
Profit must be interpreted in as wide and general a sense as
the Anything whose value can be measured in money is in the
definition of Wealth.

Now any Economic Quantity whatever may be used in two
distinct ways—

1. The proprietor may use it himself for his own personal
enjoyment.

2. He may trade with it, i.e., use it so as to produce a Profit.

When any Economic Quantity is traded with, i.e., used so
as to produce a Profit: or as 1t is termed in Economics, used
Productively; it is termed Capital.

The definition of Capital is therefore this—

Capital s any Economic Quantily used for the purpose of

Profit. ~

Economic Quantities are of three distinct orders (1) Mate-
rial things: (2) Personal Qualities: (3) Rights: and each of
these Quantities may be used in either of these ways : that is,
each of them may be used as Capital.

1. Material things.—Suppose a person has a sum of Money.
If he expends it on his household requirements, paying rent,
servants’ wages, or food or clothes: or if he spends it on per-
sonal enjoyments, such as buying pictures or statues, &c., such
Money is not used as Capital.

But if he lends out that Money at interest it is Capital.
Money placed out at interest was termed xe¢pdAacov or dpyacov in
Greek : and caput or sorfes in Latin: and in medieval Latin,
Caprtale.

In process of time Capitale was shortened into Captale, and
this was corrupted into Cattle as applied to beasts,and Chattels
as applied to things.

Hence we see that Capital was always applied to a sum of
money used in a particular way : i.e., put out to interest.

Now a sum of money put out to interest is only a special
instance of a general Idea : and if we want to generalise it, it is
an Economic Quantity used for the purpose of profit: and
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consequently any Economic Quantity used for the purpose of
profit is Capital, as well as a sum of Money put out to interest.

So if a person buys into the Funds, or buys Shares in
Commercial companies which bring him in a Revenue, he uses
that Money as Capital.

So if he buys Goods with the intention of selling them again
with a Profit, he uses the Money as Capital : and the Goods so
purchased are also Capital, because they are intended to be
sold again with a profit.

So the farmer or manufacturer who pays wages to labourers
and artisans of all sorts to produce these goods, uses that Money
as Capital : because he intends that it should be replaced with
a profit in the price of the goods.

So if the owner of land lives on it himself and uses it for his
own enjoyment, he does not use the land as Capital : but if he .
lets it out to farmers, or to a builder to build houses on, for
profit, and receives a Rent in either case: then he uses the
Land as Capital. Some great noblemen possess large tracts of
land upon which a large part of London is built : that Land
yields them an enormous Revenue, and therefore it is Capital
to them.

So if a person expends Money on learning a profession of
any sort : he lays out the Money as Capital because he intends
it to come back to him with a Profit.

2. Personal Qualities.—All modern Economists, Smith,
Say, Senior, Mill, and others, agree with the author of the
Eryxias that personal Skill, Abilities, Energy, and Character are
Wealth : because persons can make an income by their use.
Hence they may be used as Capital as well as any Material
Chattel.

But Personal Qualities may be used to make a Profit, or as
Capital, in two distinct ways: if used in one way they are
termed Tabour : if in the other, Creait.

(@). Personal Qualities, as Labour.—If a man digs in his
garden for his own amusement, such Labour is not Capital : or
if he sings, or acts, or gives lectures for the private delectation
of his friends, such Labour is not Capital.

But if he sells his Labour in any capacity for Money : then
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such Labour is used as Capital by him. Thus Huskisson said—
‘he had always maintained that Labour is the poor man’s
Capital’

So Mr. Cardwell, addressing his constituents, said— Labour
is the poor man’s Capital.’

And a writer in a daily paper said—* The only capital they
possess is their Zabour, which they must bring into the market
to supply their daily wants.’

So De Quincey says—* His Estate is his Capacity to serve.’

And the Economist said the Irish farmers ¢ who have no
Capital but their Zabour.’

So his talents and abilities are Capital to any one who earns
an income as an advocate, or a physician, or a surgeon, or
engineer, or in any other profession. He makes an income
which is measureable and taxable just in the same way as if he
had made an income by selling corn, or wine, or cattle, or any
other material chattels. All modern writers admit that Labour
is a Commodity like a material chattel: and consequently it
can be sold for a profit like any other Chattel.

(0). Personal Qualities, as Credit.—But 2 man may use
his Personal Skill, Character, and Energy for the purpose of
Profit, and therefore as capital, in another way besides the
direct exchange of them for Money.

He may use them for the purpose of purchasing goods,
materials, &c., or he may purchase and employ Labour by
giving in exchange for them a Promise to pay in future, instead
of actual Money. In popular language this Purchasing Power
of Character is called Credit. A merchant or trader is said to
be in good Credit when persons would be willing to sell him
goods and take in exchange for them his Promise to pay at a
future time, instead of actual money. And a trader makes a
Profit by trading with his Credit precisely in the same way as
if he traded with Money. Thus Smith says—‘ Trade can be
extended as Stock increases, and the cCredit of a frugal and
thriving man increases much faster than his stock. His trade
is extended in proportion to the amount of both [i.e. his Stock
and his Credit]: and the sum or amount of his Profits is in
proportion to the extent of his trade : and his annual accumu-
lation in proportion to the amount of his Profits.’



208 Elements of Economics BK, I

So Mill, who defines Wealth to be anything which has
Purchasing Power, says in a multitude of places that Credit is
Purchasing Power : and therefore Wealth, by his own definition.

But as Human Abilities, Skill, and Energy do not come
within the domain of Economics until some exercise of them is
made in exchange for Money: so also a merchant’s general
Credit, or Purchasing Power, does not come within the domain
of Economics until he actually does make some purchase with
it: and when he does exercise his Credit in this way, he gives
his Promise to pay in exchange for the goods instead of Money:
and it is this Promise to pay which is the Economic Quantity
termed Creait: and it may be bought and sold like any material
chattel any number of times before it is paid off and extin-
guished.

3. Rights.—When Personal Qualities are used as Capital
in the latter of these methods, a Right or Economic Quantity
of the third order is generated: and this Right is a saleable
commodity— Pecunia, Res, Merx—and may be bought and sold,
and used as Capital as well as any material chattel: in a future
chapter we shall have to exhibit at length the commerce in
these Rights of action, which is the most colossal branch of
modern commerce.

But also any other Right may be used as Capital. If a man
buys into the Funds; the Funds produce him a profit, hence
they are Capital to him, So if he invests his money in Shares
of a Commercial Company, they are Capital to him. If an
author writes a successful work, the Copyright of it is Capital to
him : and he may sell it to a publisher, and it is Capital to the
publisher. .

There is a class of traders whose business it is to buy and
sell Rights of this nature, the Funds, Shares in Commercial
Companies, Foreign Bonds and Securities, and they keep a
stock of this kind of Property on hand, just as other traders
keep a stock of material goods.

There is no suck thing as Absolute Capital

52. It must be carefully observed that there is no such thing
as Absolute Capital. As Mill observes, the distinction between
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Capital and non-Capital does notlie in the xina of the Commo-
dities, but in the Mind of the Capitalist ; in his will to empioy
it in one way rather than in another. Sometimes Capital is
defined as simply the accumulation of the past : but this form
of expression.must be carefully avoided as essentially erroneous
and misleading : for all the accumulation of the past is not used
as Capital : but only that portion of it which is traded with or
used for profit : and things may be used as Capital which are
not the Accumulation of the Past, but the Anticipation of the
Future.

Caplital may increase in Two distinct ways

83, Capital may increase in two fundamentally distinct
ways—

1. By direct and actual Imerease of Quantity : thus flocks
and herds, cattle, corn, and all fruits of the earth increase by
adding to their Number or Quantity.

2. By Bxchange : that is, by substituting something which
has a higher value in any place for something that has a lower
value : that is, by Commerce.

Money is used as Capital, and produces a profit, by the
second of these methods: money is used as Capital by ex-
changing it away for goods which are sold for a greater sum
than they cost : and it is also clear that any Economic Quantity
which is used as a substitute for money to purchase goods with,
and for the purpose of profit, may be used as Capital as well as
money, by the force of the definition which Senior says all
Economists are agreed upon.

Hence, if a merchant or trader can purchase goods by
means of his Credit, that is, by giving his Promise to pay at a
future time, and by so doing sells the goods at a higher price
than he gave for them, and so makes a Profit after paying and
discharging the Debt he has incurred, it is clear that his Creait
has been capital to him exactly in the same way and in the
same sense that Money would have been.

As a very simple example : suppose a merchant buys goods
with £100 in Money, and sells them for £125 : he first replaces
his original Capital of £100; and then he has a profit of £25:
he is therefore better off by £25 at the end of the operation

’ L P
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than he was at the beginning : and he has used his Money as
Capital.

Suppose he has no Money and no Credit: he can buy no
gcods and he can make no Profit.

But if the owner of the goods has confidence in his Skill,
Integrity, and Character, he may sell him the goods and take
in exchange for them the trader’s Promise to pay for them three
months afterwards.

As the payment is deferred, and there is necessarily some
risk of failure of payment, the Price in Credit is higher than the
Price in Money : suppose that the Credit price is £105: then,
as before, the trader sells the goods for £125. At the due time
he has first to discharge his Debt of £105, and then he has £20
of Profit over: that is, he is better eff by £20 at the end of the
operation than he was at the beginning: and thus he has used
his Creait as Capital.

Now by the cash operation he is /25 better off: and by the
Credit operation he is /20 better off than at the beginning, It
is true he does not make so great a Profit by his Credit as by
Cash. But yet he has made a Profit by his Credit which he
could not have made without it. Hence, by the very definition,
his Credit has been Capital to him: and has produced exactly
the same Circulation of commodities that Cash would have
done. But, as we have seen, Circulation is one form of Produc-
tion ;: hence Credit is Productive Capital in exactly the same
way, and in the same sense, that Money would have been.

O Pixed and Floating 07 Circulating Capital

54, We have seen that there is no such thing as Absolute
Capital: that any Economic Quantity whatever may be used
as Capital: and that it depends entirely upon the Mind of the
user and the Method of use whether any Economic Quantity is
Capital or not.

But Capital itself may be used in two distinct ways—

1. The Capitalist may retain it in his own possession, and
make a continuous series of profits by its use: and conse-
quently the Capital is only replaced with the profits in a series'
of instalments: Capital used in this way is termed Fixea
Capital.
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2. The Capitalist may part with it entirely : and replace the
entire Capital and Profits in one operation : hence it goes away
from him entirely : Capital used in this way is termed Floating
or Circulating Capital.

It must be clearly understood that it is according to the
intention of the person who uses it and the purpose and method
in which it is used that it receives either of these names. The
same article may be Floating Capital in the hands of one
person, and Fixed Capital in the hands of its next possessor, if
the first produces it for the purpose of selling it outright, and
the second purchases it for the purpose of making a profit by
its use.

This distinction is often overlooked, and the term Fixed
Capital is often applied to articles of a particular nature: and
Floating or Circulating Capital to articles of another nature.

Thus Smith enumerates four kinds of Fixed Capital—

1. The useful machines and instruments of trade, which
facilitate and abridge Labour.

2. Buildings used for purposes of profit both by their pro-
prietor and by those who pay rent for them for trading pur-
poses.

3. Improvements in Land.

4. The acquired and useful Abilities of all the members of
the society.

This enumeration is very imperfect, because it omits all
that stupendous mass of Incorporeal Property which has in-

- creased so immensely in recent times.

Thus, if a man invests Money in the Funds: or in the
Shares of a company: or in purchasing the Goodwill of a
business : or a Practice : or a Copyright or a Patent : all these
are Fixed Capital to their purchasers.

Smith also enumerates four kinds of Floating Capital—

1. The Money by means of which the other three are cir-
culated and distributed to their proper Consumers.

Under the term Money, he includes Bank Notes, Bills of
Exchange, and other Securities for Money : but all these paper
documents are merely Rights of action or Creait: hence
Smith expressly includes Credit under the title *loating or
Oirculating Capital.

P2
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2. The stock of provisions in the hands of the farmers,
graziers, butchers, corn merchants, brewers, &c.

3. The materials in the hands of different workpeople to be
made up, clothes, furniture, &c.

4. The work which is made up and completed, but still
remains-in the hands of the merchants and manufacturers, but
not yet disposed of, or distributed to the proper Consumers :
such as the finished work in the shops of the smith, cabinet
maker, goldsmith, jeweller, china merchant, &c.

It must be carefully observed that Smith’s distinction of
certain articles as Fixed Capital, and of other things as Float-
ing Capital, is erroneous.

Thus houses, lands, &c., are by no means invariably Fixed
Capital. It is quite common for speculators to buy up land and
build houses for the express purpose of selling them again. In
the hands of these speculators, houses and lands so traded with
are Floating Capital : because the entire property in them is
parted with in one operation. But if a person buys land for
the purpose of farming it himself for profit : or of letting it out
to farmers : or buys or builds the houses for the purpose of
letting them to tenants : then such houses and lands are Pized
Capital.

Some manufacturers build engines which are sold to Railway
Companies : or agricultural implements which are sold to farmers:
or machinery which is sold to manufacturers : in the hands of
the makers these engines and machines are Ploating Capital :
because they are made to be sold absolutely and so change
masters : and their whole price and profit is paid in one ope-
ration. When they come into the hands of the Railway Com-
pany, the farmers, and the manufacturers, they become Fixed
Capital, because they remain in the possession of their owners,
who only make a series of profits by their use.

So a shipbuilder builds ships and sells them to a Company :
in the hands of the builder the ships are Floating Capital : in
the hands of the Company they become Fixea Capital.

Articles which are usually classed as Floating Capital may
become Fixed Capital. Furniture, and clothes, and plate are
usually Floating Capital, because they are usually made for the
purpose of being sold. But sometimes they are made for the
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purpose of being let out for hire, and then they are wizea
Capital.

If a person buys into the Funds, or Shares, as an invest-
ment to produce an income, they are Pized Capital. But
there is a class of persons, called Stock Jobbers, who buy this
kind of property with the intention” of selling it again with a
profit : and they keep a stock of it as traders do goods : in the
hands of such persons such Property is Floating Capital.

There is another class of traders, called Bankers, whose
especial business it is to buy Debts. The Bills in the portfolio
of a banker are exactly like the goods in the shop of a trader:
the banker buys them at a lower price from one person, and
sells them at a higher price to another: hence the bills are
Floating CGapital to the banker.

It is therefore incorrect to apply the terms Fixed and Float-
ing Capital to any object, whatever its nature may be, unless
we know the intention of its owner in using it. And unless an
object is incapable of being applied to more than one of these
purposes, it is not correct to call it by either name absolutely.
There are very few articles to which the name of Fixed Capital
may be invariably applied. The only one to which it seems
necessarily to be applied is the knowledge, skill, and capacity
of a person : because he cannot sell and devest himself of these
qualities : though he may sell the Right to make use of them
on a special occasion.

The only species of property which is necessarily Floating
Capital is Money. Money, to be used, must necessarily be
paid away and change masters. Almost all other property is
capable of being used in either way at the will of the owner.

On the Conversion of Floating /nf0 Fixed Capital

88. It makes no difference to the Capitalist, who lives on
the profits of his Capital, whether he reaps that profit in one
operation or in many : as the result must always be the same
to him in the end. But to the class of persons who live by
their daily labour—the workmen in his business—the difference
in the mode of employing Capital is of very great importance.
Thus, if the builder of the ship sells it immediately, and re-
ceives the whole price of it at once, he can employ the full price
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in building another ship, and the full price may be expended in
the wages of shipwrights, and the producers of the materials for
the new ship. In this case the ship is ¥loating Capital.

But if the builder of the ship only lets it out for hire, and
receives a periodical instalment for its use, he can only employ
that part of the instalment which represents the deterioration of
the ship in building a new one. Consequently, if he changes
the nature of his business very suddenly, that is, if he suddenly
turns his Floating into Fixed Capital, the fund applicable to the
employment of Labour will be greatly diminished, and it must
infallibly cause much distress among the persons who were
dependent on him for their support. By seeking other em-
ployments they may perhaps be ultimately as well off as before.
But it is clear that, if a large number of persons have been
accustomed to have a particular kind of labour found for them,
any sudden change by which the system is disorganised must
produce at least temporary distress. It may be said that the
Capital of the purchaser of the ships, instead of going to the
builder of the ship and being spent among that class of work-
men, might be employed in encouraging other species of in-
dustry, so that the result to the whole community would be the
same. But the overthrow of any system upon which a great
number of people depend must be followed by much suffering.
It appears, then, that the conversion of Floating into Fixed
Capital requires to be done with much caution, and only in
certain quantities at a time, to prevent its being injurious to
large classes of persons. And if a large class of the public are
seized with a sudden mania to convert an unusual quantity of
Floating into Fixed Capital, it must be followed by at least
temporary distress. In 1847 the enormous quantity of the
Floating Capital which was suddenly turned into Fixed Capital
by the Railway mania in that year was one of the causes of the
great financial panic of that year.

On Rent and Rire

56. Exchanges in commerce are of two sorts : one when the
absolute Property in the thing is purchased, or the Right to it
for ever : the other, where only the Right to use it for a limited
period is purchased.
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‘When the Right or Property in the thing for ever is pur-
chased, the sum given is called its ®rice : when the Right only
to use it for a limited period is purchased, the sum given is
called Rent or HEire. .

The word Rent properly means an Annuity, and is the
Right to a series of paymants for continuous use : the word Eire
is generally used when the sum is given in a single payment.

Thus when the owner of land, houses, copyrights, patents,
telegraph wires, mint dies, stocking frames, or pews, and other
similar property, grants the use of them for a period of time,
the Right he has to receive a series of periodical payments for
their use is always termed a2 Remt: formerly the Right to
receive a series of payments on a permanent loan of money was
also called a Rent ; but this use of the word is net now usual in
England, though it still is on the Continent.

‘When the sum is given in a single payment for a single
occasion it is usually called ®ire : thus a person Hires a horse,
or a carriage, or a cab : or a porter.

There is, however, no absolute rule on the subject : if horses
and carriages are hired by the year, the sum paid is called Hire
and not Rent : and the sum paid for houses and lands is called
Rent and not Hire : even though t* ere is only one payment made.

When a person sells an article or disposes of the Right to it
for ever, the Price must be sufficient to replace the cost of the
article together with the Profit. When he only lets it out for a
limited period, the Rent, or Hire, is composed of two parts:
one to replace the deterioration of the article, and the other for
the necessary profits. From this it follows that the more per-
manent an article is, the lower will be the Rent or Hire as
compared with the Value: because while the Profits remain
the same, the deterioration of the article is less during the given
time. If it be of a perishable nature, the hire will be high com-
pared to the Value, because the deterioration is greater. Thus
the Rent of Land is low compared with its price, because its
duration is permanent. The Rent of land is not usually more
than 3 per cent. of its Value, sometimes less: the Rent of
houses is much higher, usually 7, 8, or 10 per cent., because the
deterioration is much greater : the hire of furniture is higher
still, usually from 15 to 20 per cent. of their Value, because the
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deterioration is much greater : and so on: the hire of plate is
very low, because it may be considered as permanent. So the
Hire, or Rent, must always be greater as the deterioration in-
creases. From this it is seen that the Rent or Hire of an
article is by no means proportional to its Value.

Every 8um of Money is Equivalent to the 8um of the Present
Values of a7z Infinite Series o/ Future Payments

57. The explanation of the Theory of the Value of Land
demonstrates a proposition of great importance in Economics.
It was seen that the /100,000 given to purchase the estate in
land expected to produce £3000 a year for ever, was in reality
equal to the Sum of the Rights to the future products for ever.
Each annual product has a Present Walue: and the Value of
the land is simply the sum of these Present Values. But the
same is evidently true of any Sum of Money whatever. Hence
any Sum of money is not only equal in value to a Quantity of
goods or services, but also to a Perpetual Annuity or Right fo
receive an infinite series of future profits, Hence an Annuity,
or Right to receive a series of future payments, is also an
Economic Quantity. And a Sum of Money may be paid to buy
an Annuity : and equally, an Annuity may be paid to buy a Sum
of Money ; either paid down at once, or at some agreed upon
future time.

The Quantity of Money in any country bears no necessary
Relation to the Quantity of other goods in it : nor to their Price

58. It has often been supposed that the Quantity of Money
in a country bears some necessary relati.n to the Quantity of
goods in it: and also that the prices of commodities are de-
termined by the ratio of their quantities to that of money.

Both these doctrines however are erroneous, and this may be
easily shown,

First: Trade may be carried on without Money, i.e. by
Barter : and there being no Money, there of course can be no
ratio between Money and other goods.

Secondly : even when Money is used a very considerable
commerce is always carried on by Barter: traders deal with
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each other, and exchange goods according to their Value in
money : and in such cases no Money is required.

Thirdly: Suppose A and B are indebted to each other:
suppose A owes B £10, and B owes A £15, then there are three
ways in which these Debts may be settled.

1. Each may send a clerk to the other to demand payment
in full of his Debt : this method would require £2s.

2. A may send £10 to B to discharge his Debt : and B may
send it back with 45 more to pay his Debt : this method would
require £15.

3. They may meet and set off their mutual Debts, and pay
only the difference in Money : this method would require
only £s.

It is clear that very different Quantities of Money would be
required to carry on any given amount of commerce, according
as either of these three methods of settling debts was adopted.
Between the first and the third there is a difference of £20:
but there would be no difference in the prices of commodities.
These £20 would not influence prices, but only be required to
settle Debts in a clumsy way. So it is clear that by a simple
change in the method of doing business, £20 may be withdrawn
from circulation, and applied to new transactions.

From these considerations it follows that there may be large
quantities of Money in a country which may exercise no effect
on prices : and the ratio of Money to goods may vary greatly
according as one or the other of these methods of doing busi-
ness is adopted. If a country which habitually adopted the first
method changes its custom and adopts the #4:7d, a large quan-
tity may be released from employment, and applied to promote
new operations : and in its practical effects it would be equiva-
lent to an augmentation of the previously existing Money.
Hence the various methods of economising the use of Money
are to be considered as an increase of the resources of the
country. It is one of the great functions of a Bank to promote
such a change in doing business : and to bring people together
to balance their mutual Debts without the intervention of
Money : and it will be seen in a future chapter how greatly the
skilful employment of such methods economises and develops
the national resources.
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On Payment, Discharge, a2d Satisfaction

59. The words Payment, Discharge, and Satistaction
are often supposed to be identical in meaning ; but they are
not so.

The word Payment means Anything whatever which is
voluntarily taken in exchange for anything else.

It is originally from the Sanskrit Pay, which is the same root
as the Greek miyw, Doric wdyw, mjyvvpe

In old Latin this was pago, or paco, the same as paciscor :
and also pango, pegi, or pepigi ; or panxi, pactum, to covenant,
agree for, bargain for, stipulate, or come to terms with.

Thus it is said in the Laws of the X1I. tables—‘ Rem ubi
Pagunt, orato.’

¢ If they come to terms, let it be settled as agreed upon.

¢ N7 Pagunt, in comitio aut in foro ante meridiem causam
conjicito.’

¢ If they do not come to terms, bring the cause before the meet-
ing of the court before noon.

Hence pacare, to appease, to pacify : whence the Italian
pagare : and our Pay.

60, When one person has delivered anything to another
person : or done any service for him, he has the Right to have
some equivalent, unless it was meant as a donation. But at the
same time he has the Right to consider Anything he pleases as
an equivalent.

Thus, when two persons agree to exchange any material
products, each is Payment for the other. It is sometimes sup~
posed that when goods are paid for in Money, it is only the
Money which is the Payment. This, however, is an error.
The Money is Payment for the goods : but the goods are equally
Payment for the money : because each side has got what he
agreed to take in exchange for his product.

So when Money is paid as Wages for work : the Money is
the Payment for the Work : but the Work is equally Payment
for the Money.

So when persons agree to exchange different kinds of work
each in Payment for the other.
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So when a merchant agrees to take a trader's Bill at three
months in exchange for goods, the Bin is Payment for the
goods. It appeases the claim of the merchant, because he has
got what he voluntarily agreed to take in exchange for the
goods. When the Bill becomes due, the trader has to Pay his
bill, or appease the claim which the owner of the bill has for the
money.

So if one person has a Debt or Right of action against
another, and if he agrees to take his Debtor’s bill at three
months, the BN is Payment of the Debt : and as before, the
Debtor has to Pay the Bill when it becomes due.

Hence to Pay, means always to appease : when a man Pays
his Debts he appeases the Right which the Creditor has to
demand a sum of money from him : when he Pays his Rent, he
appeases the Right which the owner of the land, house, &c., has
against him for compensation for its use.

But it does not follow that Payment is the final closmg of
the transaction. The only legal word which denotes the final
closing of a transaction is Satisfaction. If a bill is taken in
exchange for goods, it is Payment : but it is not Satisfaction
until the Bill itself is paid.

If, however, the owner of the Bill neglects to follow up his
legal remedy, the Bill becomes not only Payment but also
Satisfaction : by doing so the owner of it makes it Money.

And Economists go further: they say that Money itself is
only a higher order of Bill: and that, though giving Money is
Payment, it is not Satisfaction until the Money is exchanged
away for something that is desired.

Thus, though a shoemaker is Pala when he has got Money
for his shoes : yet he has not got a Satisfaction until he has got
bread, or meat, or wine, or anything else he desires in exchange
for the Money.

We have seen that the early Economists expressly pointed
out that Money is only an intermediary in exchanges: it is only
a general Bill of Exchange, or Right, or Title, to be paid in
something else. They only considered the exchange as Con-
sommé, or completed, when products had been exchanged against
products.

It was formerly supposed that the word Discharge had the
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same effect as Satisfaction, and was the final closing of the
transaction. But it has now been decided that Discharge means
no more than Payment, and therefore is not necessarily final.

Summary of Definitions

61. The student will find it useful to have the results of the
preceding investigations condensed in a summary.

Economics, or the Science of Wealth, is the Science which
treats of the Laws whick govern the Relations of Exchangeable
Quantities. It may also be called the Science of Exchanges, or
of Commerce : or the Theory of Value.

Wealth is anything whatever whose Value can be measured
in Money : or which can be bought and sold ; or exchanged.

Property is not a Thing, but a Right : it includes all kinds
of Rights which can be exercised over anything : and is equiva-
lent.to Absolute ownership.

Hence Wealth, or Boconomic or Bxchangeable Quantities,
consist exclusively of Bxchangeable Rights.

Jurisprudence is the Science of Rights.

Economies is the Science of the Exchanges of Rights.

Economic Quantities are of three species—

1. Rights to Material Things, called Corporeal Property.

2. Rights to Labour or Service : usually termed Immaterial
Property.

3. Rights to Things to be acquired at a future time : called
Incorporeal Property.

wvalue. The Value of any Economic Quantity is any other
Economic Quantity for which it can be exchanged.

Money is anything whatever which a Debtor can compel a
Creditor to take in discharge of a Debt : it is also called Tegal
Tender.

Credit is a Right of action against a person to pay or do
something.

An Instrument of Credit is the written evidence of a Debt.

Dedt is used indiscriminately to mean the Right to compel
another -person to pay or do something : and also the Duty of
that person to pay or do that thing.

Earter is where commodities are exchanged directly for one
another.
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Sale, or Circulation, is where commodities are exchanged
for Money or Credit.
Exchange is where Quantities of a like nature are exchanged :
as commodities for commodities : or Money and Credit for
Money and Credit.
Circulating Medium is the medium by which Sales or Cir-
“culation are effected, and includes Money and Credit of all forms.

‘Currency in Law means anything in which the Property
passes by Delivery : it includes Money and written documents
of Debt : as a scientific term in Economics, it includes Money
and Credit in all its forms.

.Price is the Quantity of Money or Credit given for any Eco-
nomic Quantity.

Interest is the sum paid for the use of a sum of money at
the end of the agreed upon period.

Rate of Interest is the sum paid for the use of a sum of
Money for a given period.

Discount is the Difference between the Present Value of a
Debt and its Amount.

Rate of Discount is the above Difference with reference to
a given Time.

Produce : Producer : Production

To Produce is to offer any Economic Quantity for sale or
exchange.

The Producer is the Seller.

Production is the offering any Economic Quantity for sale or
exchange.

Consume : Consumer : Consumption

To Consume is to purchase any Economic Quantity,

The Consumer is the buyer or customer.

Consumption is the Purchase of any Economic Quantity.

Supply is the Quantity of anything offered for sale.

Demand means the Desire and the Power to purchase any-
thing : and so may be used to mean the Quantity of anything
which is given in exchange for anything else.

Cost of Production is the Cost of placing anything in the
place where it is offered for sale.
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Profit is the difference between the Cost. of Production of
anything and its Value, or the Quantity of anything it can Pur-
chase.

If the Value exceeds the Cost of Production, the Difference
is called a Gain.

If the Value is less than the Cost of Production, the Dif-
ference is called a Loss.

Rate of Profit is the Amount of Profit made in some given
Time.

Productive Labour is Labour which leaves a Profit after
defraying the Cost of Production.

Unproductive Labour is Labour which leaves no Profit
after defraying the Cost of Production.

Capital is any Economic Quantity used for the purpose of
Profit.

Fixed Capital is that which remains in the possession of the
Capitalist, and from which he derives a Revenue by its use.

Floating or Circulating Capital is that which he parts with,
and whose Value is restored to him in the Price of the Product.

Rent means Revenue, or an Annuity. It is the Right to
receive a series of payments for the continuous use of anything.

Hire means the sum paid for the use of a thing on a single
occasion.

Payment means anything whatever which is received in
exchange for anything else.

Discharge is equivalent to Payment.

Satisfaotion is anything which is received as final Discharge
and closing of any transaction.
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CHAPTER 1II
THE THEORY OF VALUE

Preliminary Remarks

1. IT has been seen in the preceding chapter that there are
Tnree distinct orders of Economic Quantities : (1) Material
things: (2) Labour: (3) Rights: the various interchanges of
which give rise to 8ix different kinds of Exchange. These con-
stitute the Science of Pure Bconomiecs, or Political Economy,
in its most modern definition. It is also a matter of positive
knowledge that there are no more than these Three orders of
Exchangeable Quantities. Consequently, having generalised
our Fundamental Conceptions so as to grasp all those three
species by the acknowledged Laws of Inductive Logic, we are
sure that our Conceptions cannot be overthrown or modified,
because it is a known fact that there is no Economic Quantity
which is not of the form of Money, Labour, or Credit.

It has also been seen that z4¢ Wwalue of any Economic
Quantity is any other Economic Quantity for which it can be
exchanged.

Hence the Theory of Walue is the investigation of the Laws
whkich govern the Relations of these Bxohangeable Quantities.

2. The complete Theory of Value comprehends—
1. The Definition of Value.
2. The Origin, Cause, or Form of Value,
3. The General Law of Value: or the General Equation
of Economics.

‘We must now examine each of these separately, and though
we wish to avoid controversy as much as possible, it is neces-
sary to notice some misconceptions which are still widely pre-
valent.
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: Section T
The Definstion of Walue
1. Value, in its true and original sense,nsamoftlle :
Mind: it means Meteem or Estimation: as Glo'ster .says ip
Lear—¢ In the division of the kingdom it appears not M
the Dukes he Walues most.’ .
So Troilus, in 7r0ilus and Cressida— o

Forvhatisaughtbutumvmod?'

So Henry Esmond says—* There is some pa.rttcular pmaﬁe ;
all of us Wwalwe: and that every man of spmtvnll ventnm& :
llfe ﬁ)r- “ i

So J. B. Saysayq—‘momamm. i

. . . . B (A
2. But such Value is not an Economic phenomenon. . T
bring Value into Economics it must be manifested.in some tagn

_ gible form: a person must manifest his Desire, Demand, or

WValue for something else by giving something in Exchange f@ :
it to acquire possession of it. RN
But as one person cannot gain possession of what anogha '
person possesses without giving him something in exchange figr.
it which he Desires, Démands, and Values, it is evident that - .

. for an Exchange to take place Requires the Concurremed of -

two Minds. It is not sufficient that the Demand or vaine. .
should exist on one side only. If one person desires to obtain )
possession of what another possesses, it is not sufficient to consti- -
tute a phenomenon of Value that he alone should. desire it: he '.
must offer in exchange for it something which that other pevson '
Desires or Demands. If a person brought.a:.cargo of wine
among a nation of teetotallers, no one would mammz;
it: no one wonld buy it among such a people wine wouldm

-
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no Value : so among a nation of non-smokers tobacco would
have no Value : among a nation of vegetarians beef and mutton
would have no Value. However much a person would wish to
sell his product, if no one will buy it, it has no Value. For an
Exchange, or a phenomenon of Value, to take place there must
be the Rectprocal Desire or Demand of Two persons, each
for the product of the other.

When, however, two persons each Desire or Demand to
obtain the product of the other, and when they agree to ex-
change their respective products, each Product may be con-
sidered as the Measure of the desire of its owner to obtain
possession of the product of the other. The two products,
therefore, reciprocally measure the Desire of their possessors to
obtain the product of the other: and when these persons have
agreed upon the Quantities of their products which are to be
exchanged, the two products are said to be of equal Walue.
Each product is the Value, or the Demand, for the other: and
this is the only kind of Value with which Economics is con-
cerned. :

Hence it is clear that the true Origin and Cause of Value
is Reciprocal Demand. )

Thus let A and B be any two Economic Quantities which
are exchanged at any instant : then we may say—

A valet B.
or, A is of the Value of B.
or A=B.

Then B is the Value of A in terms of B : and A is the Value
of B in terms of A.

Thus Aristotle says—

7 & &&ta Aéyeras wpos Ta exrdg dyadd.

CNow the term Walue is used in reference {o Bxternal
things. ‘

So it is said in Roman Law—

Res tanti Walet quanti Wendi potest.

The Value of a thing is what it can be 8old Jfor.

The Greek word for Value, dfia, is derived from dyw, one of
whose meanings is to Weigh, or b¢ of the weight of.

So Demosthenes, speaking of some golden goblets, says—

L Q
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¢ dyovaa éxdoty pvav’—‘each one weighing a mina.” And he
says of the sword of Mardonius—*8s fye Tpiakooiovs Sapewods ’
¢ which weighed three hundred Darics’ Hence dfia always
.meant equality, Weight for Weight: as when two Quantities
are put into a balance and are of equal weight.

So Morocco says in the Merckant of Venice—

Pause, Morocco,
And Weigh thy Value with an even hand.

So Le Trosne says that Value is a new Quality which pro-
ducts acquire when men live in society.

¢ Products acquire then in the social state which arises from
the community of men among each other, a new Quality. This
Quality is Value, which makes products become Wealth.

‘ walue consists in the Relation of Bxchange which takes
place between such and such a product: between such a
Quantity of one product and such a Quantity of another,

‘Price is the expression of Value: it is not separate in
Exchange : each thing is reciprocally the price of the merchan-
dise : in a Sale the Price is in Money.’

Hence it is clear that walue is a Ratio, or an Bquation :
like Distance, or an Equation, it necessarily requires #fwo
objects.

The Value of a thing is always something External to itself.
It is absolutely impossible to predicate that any Quantity has
Value without at the same time implying that it can be ex-
changed for something else : and of course everything that can
be exchanged for it is its Value in that commodity. Hence
any Economic Quantity has as many Values as Quantities it
can be exchanged for : and if it can be exchanged for nothing
it has no Value.

Hence a single object cannot have Value. A single object
cannot be Distant : and cannot be Bqual. If an object is said
to be Distant or Equal, we must ask—Distant from What ? or,
Equal to what? So if any Quantity is said to have Value, we
must ask— Value in What? And as it is absurd to speak of
Absolute or Intrinsic Distance; or Absolute or Intrinsic
Equality, so itis equally absurd to speak of Abselute or Intrinste
Value. .
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3. But any Quantity may have Value in terms of any other.

Suppose that B as above is 10 guineas: then A may be
either of the Three species of Economic Quantities. It maybea
Watch, or so much Corn, or Timber, or Clothes : or it may be so
much Labour, Instruction, or Amusement : or it may be a Debt,
or Right of action, or the Funds, or a Copyright, or any other
Incorporeal Right. Each of these species of Property is of the
Value of 10 guineas : and therefore it manifestly follows that
each of them is equal in Value to the others : because Things
whickh are equal to the same thing are equal to each other.

The Value of the Money in the pockets of the public is the
various products and services it can command : the Value of
the goods in the warehouses of the merchants and traders is the
Money in the pockets of the public.

The Value of a workman’s Labour is the Wages he can
earn : the Value of a Professor’s lectures is the fees paid by his
Students. The Value of the Labour of the Advocate, the Phy-
sician, or the Engineer, is the Income he earns.

The Value of an Incorporeal Right is the Thing Promised
which may be demandod.

The Value of a 435 note is five sovereigns: the Value of a
Postage Stamp is the Carriage of a Letter: the Value of a
Railway ticket is the journey : the Value of a Promise or Pledge
to cut a man’s hair is the cutting of the hair: the Value of an
Order to see the play is the Seeing of the play : the Value
of an Order for bread milk, wine, &c. is the Bread, the Milk,
the Wine, &c.

Suppose that the Price of cutting one’s hair is a shilling :
what difference does it make to me whether I have a shilling or
a Promise of a hairdresser to cut my hair? Is it not clear that
in this case the Shilling and the Promise are of exactly the same
Value to me ? ‘

If I want a loaf of bread which costs a Shilling, what differ-
ence does it make to me whether I have a Shilling or the Pro-
mise of a baker to give me the bread? In such a case the
Shilling and the Promise are exactly of the same Value to me.

In short, in the case of every product or service, the Money

to purchase it with, and a Promise to render the product or the
Service, are of exactly equal Value in each separate case.
Q2
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Each separate tradesman of course only promises to render
some particular product or service: and as the Promise is not
demandable from any one else, each Promise has only Particu-
lar Value : and as that person may become bankrupt or die, the
Promise has only Precarious Value.

Now what is Money by the unanimous consent of Econo-
mists? It is nothing but the generalised Right or Title to
demand any of these products or services we may require at
any particular time : and as there is always some person who is
willing to render these products or services if another cannot,
Money has General and Permanent Walue : while each of
these Promises has only Particular and Precarious Value.

Each of these separate Rights then is of exactly the same
Nature as Money : but is of an inferior Degree. But they are
Economic Quantities, or Wealth, for the very same reason that
Money is. Is it not clear that, if a man had his pockets full of
Promises or Pledges by solvent persons to render him all the
products and services he might want, he would be exactly as
Wealthy as if he had so much Money? And he can always
sell and exchange any of these orders, for orders for a different
thing, just as he can material chattels. Hence we see the per-
fect justice of the doctrine of Roman Law—* Under the term
Wealth . . . . Rights are included.’

These Rights are the most colossal species of Property in
the country: and they are the subject of the most gigantic
commerce of modern times, whose mechanism will be fully
exhibited in a future chapter.

4. As Value is the Ratio in which any two Economic Quan-
tities will exchange, it is clear that the Value of A in terms of B
increases or decreases according to the greater or less Quantity
of B that A can purchase: and the Value of B in terms of A
increases or decreases according to the greater or less Quantity
of A that B can purchase. It is also clear that if from any
cause whatever the Value or Ratio between these Quantities
has changed, the Value of both has changed. It is manifestly
as absurd to say that the Value of one Quantity has remained
the same, while that of the other has changed, as it would be to
say that a Railway Station has remained at the same distance
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from a train, while the train has increased its distance from the
station,

Moreover, it is as absurd to speak of a Quantity changing
its own Value, or keeping its own Value fixed, without stating
the article with respect to which its Value has changed, or
remained fixed, as it would be to say that an object had changed
or preserved its own Distance, or Ratio, without saying Distance
from what, or Ratio to what.

Hence it is clear that nothing can have Fixed or Invariable
Value unless everything else is Fixed and Invariable in Value
as well : because though a Quantity may retain its Value un-
changed with regard to a certain number of things, yet if its
Value has changed with respect to any other things whatever,
the Value of that Quantity has changed.

And as the Value of anything is solely anything else for
which it can be exchanged, it is manifest that, if it can be ex-
changed for nothing, it has no Value. No matter what qualities
it may possess, if no one else wants it, and will not give any-
thing for it, it has no more Value for its owner than if he were
in the centre of the desert of Sahara. Many persons have
almost a difficulty in believing that Money can have no Value:
but Smith himself says that, if a guinea could not be exchanged
for anything, it would be of no more Value than a bill upon a
bankrupt. So Say says that things can only be Valued by an
exchange.

So a recent writer, describing the splendour of the houses in
some of the remote country districts of Spain, says—* Houses
and splendid furniture in such places are nearly Valueless:
there is no one to hire the former nor to buy the latter.’

There may be a General Rise of Prices, bul not of Values

s. Having thus enforced the doctrine that #z¢ Value of any
Economic Quantity is any ozk¢r Economic Quantity for which
it can be exchanged, there is only one other thing which need
be noticed here.

Price is the Value of a Quantity in Money or Credit only.
Now if Money and Credit be increased very greatly in Quantity,
the Prices of all things may rise: but they will still preserve
&heir relative Values among themselves, If a loaf of bread and
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a pound of meat each cost a shilling, and if, in consequence of
the excessive abundance of Money and Credit, they each rise to
two shillings, the pound of meat is still of the Value of the loaf
of bread. Hence there may be a general rise, or a general fall,
of Prices.

But there can be no such thing as a general rise, or a general
fall, of Values. Everything can no morerise or fall with respect
to everything else than, as Mill says, a dozen runners can each
outrun all the rest, or a hundred trees can all overtop one
another. To suppose that all things could rise relatively to
each other would be to realise Pat’s idea of society, where every
man is as good as his neighbour, and a great deal better too.

On the Ervor of the Expression Intrinsic Value

6. We must now say something about an expression which
has been the source of enormous confusion in Economics:
which has especially obscured the comprehension of the subject
of Credit: and no progress can be made in the science until it
is entirely exterminated.

All ancient writers clearly understood that the Value of a
thing is something External to itself, and we have not found in
them any trace of such confusion of ideas as Zntrinsic ‘Walue.

It is not easy to determine when the unfortunate expression
Intrinsic Value came into use. But it arose in this way.
When people thought about Value, they looked to some Quality
of a thing as its Value. They therefore gradually began to
speak of intrinsic Value. So long ago as 1696, an able writer,
Barbon, pointed out the confusion which had arisen from mis-
taking the absolute Qualities of an object for the Quantity of
things it would exchange for—

¢ There is nothing which troubles this controversy more than
for want of distinguishing between Value and Wirtue.

‘Value is only the Price of things: and that can never be
certain : because it must be there at all times and in all places
of the same Value : therefore nothing can have Intrinsie Walue.

¢ But things have an Intrinsic Wirtue in themselves, which
in all places have the same virtue : the loadstone to attract iron,
and the several Qualities that belong to herbs and drugs, some
purgative, some diuretical, &c. But these things, though they
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may have great Wirtue, may be of small walue, or no Price,
according to the place where they are plenty or scarce; as the
red nettle, though it be of excellent Wirtue to stop bleeding,
yet here it is a weed of. no Walue from its plenty. And so are
spices and drugs in their own native soil of no walue but as
common shrubs and weeds, but with us of great walue, and yet
in both places of the same excellent ntrinsic Virtue. . . .

¢ For things have no Value in themselves: it is opinion and
fashion brings them into use and gives them a Value.

Barbon thus puts his finger on the very phrase which is the
curse and the bane of Economics at the present day—the ex-
pression Intrinsic Walue—which is confounding an Intrinsic
Quality with an External Relation.

The following passage from Senior shows how easily able
men are betrayed into this error. He says—¢ We have already
stated that we use the word Value in its popular (?) acceptation
as signifying that Quality in anything whick fits it to be given
and received in exchange, or, in other words, to be lent or sold,
hired, or purchased.

¢So defined, Value denotes a Relation reciprocally existing
between two objects.’

Now, the Quality of a melon which fits it to be sold is its
agreeable flavour: its flavour, therefore, according to Senior, is
its Value: and so defined he says it means that it costs 5s.!
That is, he defines the Quality of a thing to be its Price !

Smith, however, is the principal author of the confusion
on this subject in modern times. As we have pointed out in a
previous chapter, he begins by defining the Value of a thing to
be the thing it will exchange for: he then suddenly changes his
idea of Value to the Quantity of Labour expended upon ob-
taining the thing itself. Thus, the Quantity of Labour neces-
sary to produce it came to be considered as the Value of a
thing, and then Value came to be called Xntrinste. This un-
happy phrase, Intrinsic Value, meets us at every turn in Eco.
nomics ; and yet the slightest reflection will show that to define
Value to be something Bxternal to a thing ; and then to be
constantly speaking of Zatrinsic Value, are self-contradictory
and inconsistent ideas. And it came to be held that Labour is
mecessary to and is the cause of all Value.
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Thus over and over again it is repeated in Economical trea-
tises that Money has Intrinsic Value, but that a Bank Note or
Bill of Exchange is only the Representative of Value.

Money, no doubt, is the produce of Labour: but Smith him-
self says that if Money would exchange for nothing it would
have no Value: so that after all he comes back to Exchange-
ability as the real essence of Value, How then can the Value
of Money be Intrinsic? How can anything have Intrinsic Value
unless it has the things it will exchange inside itself? Money
will exchange for anything, lands, corn, houses, carriages, books,
&c., and each of these is a Value of the Money: but which of
these is its Intrinste Value?

Money remains exactly the same in itself wherever it may be
placed : a hogshead full of sovereigns would have immense
Value in the middle of London: but if a man had them in the
midst of the Ocean, or on a desert island, where would their
Value be ?

All Economists admit that a Bank Note payable on demand
is of the Value of Money: and why is it so? Simply because
it is exchangeable for Money. Hence it is clear that a Bank
Note has Value for exactly the same reason that Money has,
and for no other, namely, that they are exchangeable for some-
thing else. As Daniel Webster said truly—¢ Credit is to Money
what Money is to goods.’ Creditis the Right to demand Money,
and Money is the Right to demand goods. When Money can
be exchanged it has Value : when it cannot be exchanged it has
no Value: when a Bank Note can be exchanged it has Value,
when it cannot be exchanged it has no Value.

Hence it is clear that the Value of Money and Credit of all
kinds is essentially of the same nature: though there may be
different degrees of it. A piece of Credit, by the unanimous
doctrine of all Jurists, Economists, and Merchants, is an article
of merchandise, and an exchangeable commodity, just like
Money, or any other goods.

The expression Intrinsic Value is so common that persons
are apt to overlook its incongruity of ideas: it is, however, a
plain contradiction in terms: and if we use words of similar
import whose meaning has not been so corrupted, its absurdity
will be apparent at once. Thus, who ever heard of Xatrimsic
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Distance? or of an Intrinsic Rato? The absurdity of these
expressions is apparent at once: but they are in no way more
absurd than Xntrinsic Walue. If we speak of the Intrinsic
Watue of Money, we may just as well speak of the Intrinsic
Distance of St. Paul's: or the Intrinsic Ratio of Five. To
say that Money has Intrinsic Value because it is material and
the produce of Labour, and that a Bank Note or Bill of Ex-
change is only the Representative of Value, is just as absurd as
to say that a wooden yard-measure is Intrinsic Distance, and
that the space between two points a yard apart is the Represen-
tative of Distance.

On the Distinction between Diminution in Value and
Depreciation

7. We must now observe the difference between two expres-
sions which, though often used indiscriminately, are essentially
distinct: namely, Diminution in Value and Depreciation.
An Alteration in Value of any commodity means that the
Quantity of it which was considered as the equivalent for a cer-
tain amount of another commodity has undergone a change. If
corn is at one time worth 40s. a2 quarter, and at another time
worth 6os. a quarter, these two Quantities have undergone an
Alteration /7 Value. Depreciation means that it is not really
of the Quality it professes to be. Alleration in Value always
refers to some ofher commodity with which it is compared. De-
preciation is in reference to ifself. Hence Alteration in Value
always refers to External Quantity, Depreciation to Internal
Quality—which, however, may affect its external Relations.

If at any time an ounce of gold will exchange for fifteen
ounces of silver: and if, owing to a sudden increase in the
quantity,of silver, an ounce of gold becomes able to purchase
twenty ounces of silver, Silver is said to have jfallen in value
with respect to Gold, the quality of the silver remaining exactly
the same. Or if, while the quantity of Silver remained the
same, gold became extremely scarce, so that an ounce of gold
would similarly buy twenty ounces of silver, Gold would be said
to have #ésen in value with respect to silver. In either case the
result is the same : there is an Alteration in Value, or a change
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in the Exchangeable relation of the two metals: while each
continues exactly of the same Quality.

But if a piece of money, as a sovereign, which ought by law
to contain a certain amount of pure gold, does not contain the
amount it ought to, it is Depreciated ; or if a Bank Note which
professes to be of the Value of five sovereigns will only purchase
four sovereigns, it is Depreciated.

These distinctions are of great importance, though they are
often overlooked: and they are especially necessary to be
observed in all discussions regarding the value of coins which
retain the same name through a long series of ages. The pound
of Money in the days of William I. really meant a pound weight
of silver bullion : and silver was the only money : since then
silver has greatly increased in quantity, and other things, such
as Gold and Credit, are used as money as well : which have
greatly tended to diminish the value of silver. It is said,
though of course all such statements are extremely difficult to
verify, that silver has fallen to the twelfth part of its value in
these times. But not only has the value of silver greatly dim-
inisked, but also the coinage has been greatly Depreciated.
The shilling was originally the 20th part of a pound weight of
silver bullion : it is now reduced to the 66th part. Hence, not
only is silver greatly diminished in value, but the coinage is also
greatly depreciated, and it is often said that, in consequence of
these, combined causes, the modern shilling is only of the 36th
part of the value it was in the time of William I.

These causes affecting the value of coins which retain their
names through long periods may act in the same of in opposite
directions. In the coinage of England, these two causes acted
in the same direction. But they may also act in opposite direc-
tions. A coinage may be greatly depreciated, i.e. diminished
in quantity, but from the increased value of the material, it may
be able to purchase as much as it did in its original state. It is
sometimes alleged that this happened at Rome. The first
coinage of Rome was of copper, and the metal was found in
great abundance for a considerable time after the foundation of
the city. The first measure of value was the as, which was a
pound weight of copper. The as was subsequently, about the
time of the second Punic war, reduced to the twelfth part of its
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weight: and some writers allege that, in consequence of the great
scarcity of the metal, it had increased in value so much that the
depreciated coinage would purchase as much as the full pound
of copper would originally. This may have been so or not:
but it in no way affects the argument ; it might very possibly
have been so.

The same principle applies in many other cases : in a be-
sieged town the vilest garbage has sometimes sold for enormous
sums : and damaged corn in one year may sell at a higher price
than the best corn in another year.

These considerations greatly affect the public in matters of
public debts. The State agrees at a particular time to pay a
fixed quantity of bullion for ever, or for a long period of time.
Now, even supposing that all other things remain the same, the
Value of the money may vary greatly during long periods, either
from the increased scarcity or the increased abundance of the
metal : and either the State or its Creditors may be grievously
affected by these changes.

The Public debt of England has not been sufficiently long
in existence to be much affected by this last consideration : but
it has been very sensibly felt in perpetual leases granted by
Corporations several centuries ago to their tenants : in some
tases Rents were fixed in the Money of the period, and in con-
sequence of the great diminution in the Value of Money since
that time, the Rents have been little more than nominal at the
present time : in other cases the Rents were reserved payable
in the value of certain quantities of corn: and so have pre-
served their due value with other commodities.

A standard of Value s Impossible : but there may be a
Measure of Value

8. That unfortunate confusion of ideas between the Value of
a commodity being the Quantity of another commodity it will
purchase, and the Quantity of Labour embodied as it were in
the commodity itself, which is chiefly owing to Smith and
adopted by Ricardo, has not only led to that mischievous ex-
pression Intrinsic WValue, the source of endless confusion in
Economics, but also to the search for something which very
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slight reflection would have shown to be impossible, namely, an
Invariable Standard of Value.

It is as well to explain what those Economists mean who
want an Invariable Standard of Value.

If we had a British yard and any foreign measures of length
before us, we could at once perceive the difference between
them, and if we were told the measurements of any foreign
buildings, however remote in age or country, we could by a very
simple calculation reduce them to the standard of British
measurement ; and compare them with the size of our own
buildings.

Those Economists who want an Invariable Standard of
Value, want to fix upon some single commodity by which
they can compare the value of all other things in other countries
and ages.

But the least reflection will show that such a Standard is
absolutely impossible by the very nature of things, Money is
indeed termed the Measure of Value : and so it is in exchanges
which are affected at the same time and place. If we are told
that a quarter of carn is worth 6os, and that a sheep is worth
60s. at a certain time and place, we should say that they are
then and there equal in value.

But such matters are not the result of simple perception by
the senses. If a quantity of gold were placed beside a number
of other things, no human sense could discern what their Value
would be. And the most violent changes in their several values
might take place in the market, without there being any visible
signs of such a thing. Value is a Mental affection: and
values are not perceptible by ocular demonstration, but they
must be declared by the communication of Minds.’

Moreover, it is not possible to ascertain the different values
of different quantities of gold obtained in different ages and
. countries. If a quantity of gold coins minted in the time of
Elizabeth : an equal quantity minted in China: and an equal
quantity minted in the reign of Victoria were placed side by
side, what human sense could discern the difference in Value
between them ? And yet that is what these Economists require
who want an Invariable Standard of Value. They want
something by which they can at once decide whether Gold is of
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more value in A.D. 100 ; in A.D. 1400 ; in A.D. 1880: in Eng-
land or in China, without reference to anything else.

But the only test of Value is an Exchange : and unless we
can effect an exchange, there can be no Value. How can we
exchange an ounce of gold in the year 180 for one in the year
1580, or for one in the year 1880? Bailey well says—¢ Value is
‘a relation between contemporary commodities, because such
only admit of being exchanged with each other : and if we com-
pare the value of a commodity at one time with its value at
another, it is only a comparison of the relation in which it stood
at these different times to some other commodity. It is not a
comparison of some intrinsic independent quality at one period,
with the same Quality at another period, but a Comparison of
Ratios, or a comparison of the relative Quantities in which
commodities exchanged for each other at two different epochs.
If a commodity A in the year 100 was worth 2 B, and in 1800
was worth 4 B, we should say that A had doubled its value to
B. But this, which is the only kind of comparison we could
institute, would not give us any relation between A in 100 and A
in 1800 : it would be simply a comparison between A and B in
each of these years.

¢ It is impossible for a direct ratio of Value to exist between
A in 100 and A in 1800, just as it is impossible for the relation
of distance to exist between the sun at the former period and
the sun at the latter period.

Thefact is that all this search after the impossible has arisen
from Smith’s unfortunate idea that the Wwalue of a thing is the
Quantity of Labour bestowed in obtaining it, which, as we
have seen in a former chapter, was adopted by Ricardo. From
this idea it followed that, if any Commodity could always be
obtained with an invariable quantity of labour, it would be an
Invariable Standard of Value: Ricardo admitted that there was
no commodity which was always obtained by an invariable
quantity of Labour: and, therefore, for that reason alone, he
admitted that an Invariable Standard of Value was unattainable.

An Invariable Standard of Value, however, is not only unat-
tainable for the reason given by Ricardo, but it is in itself abso-
lut;:ly impossible by the very nature of things : because Value isa
Ratio: and a single Quantity cannot be the Measure of a Ratio.
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A measure of length or capacity is an absolute single Quality:
but Value is 2 Ratio. We may measure a tree with a yard : or
a hogshead with a gallon measure; because they are each of
them séngle Quantities: but Value is a Ratio:.and it is impos-

sible to say that
a:b:: x

It is manifestly absurd to say that 4 is to 5 as 8, without say-
ing 8 is to what: just as it is absurd to say that a horse gallops
at the rafe of 20 miles, without saying in what time.

Besides, as we have shown before that there can be no such
thing as an Invariable Standard of Value by which to measure
the variations in value of other things, because by the very
nature of things the very condition of anything being invariable
in value is that nothing else shall vary in value: and conse-
quently the very condition of there being an Invariable Standard
of Value is that there shall be no variations to measure.

But when we consider that Value is originally a Desire of
the Mind, there may be a Measure of Walue: because any
commodity may be fixed upon to measure the intensity of the
Desire of persons to obtain something else: but even this is
only a measure for contemporary transactions : it cannot be a
permanent measure extending through all ages and countries.
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Section IX
On the Origin, Source, 07 Caygse of Value

9. WE now come to the second branch of our inquiry.—
‘What is the Origin, Source, or Cause, or, in the language of
Bacon, the Porm of Value, and whence does it originate ?

Now, when we are to search for the Cause or Source of
Value, it is necessary to understand what we are searching for.
There are three distinct orders of Quantities, each containing
many varieties which all have value: we must, therefore, look
manifestly for some Single Cause which is common to them
all: and ascertain what that Single Cause is by genuine In-
duction.

As Bacon says—¢ But the induction which is to be available
for the discovery and demonstration of sciences and arts must
analyse nature by proper rejections and exclusions, and then after
a sufficient number of Negatives, come to a conclusion on the
Afirmative instances.’—¢ Now what the sciences stand in need
of is a form of induction which shall analyse experience, and
take it to pieces, and by a due process of exclusion and rejec-
tion, lead to an inevitable conclusion.’

The first step in this process of induction is to make a com-
plete collection of all the different kinds of Quantities, of what-
ever nature they may be, which have Value. ¢For whoever is
acquainted with Forms [i.e. Causes] embraces the unity of nature
in substances the most unlike. From the discovery of Forms
[Causes] results Truth in Theory and Freedom in Practice.’

Bacon earnestly inculcates as the foundation of all true
science a careful collection of all kinds of instances in which
the given Nature is found.—* The investigation of Forms pro-
ceeds thus: a Nature being given, we must first of all have a
muster or presentation before the understanding of all known
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instances which agree in the same Nature, tkough in substance
the most unlike. And such collection must be made in the man-
ner of a history, without premature speculation.’

Bacon then exemplifies his method by an investigation into
the Form of Heat: and he gives tables of the divers instances
agreeing in the Nature of Heat: also where it is absent: and
where it appears in different degrees.—‘ The work and office of
these tables I call the Presentation of Instances to the Under-
standing, which presentation having been made, Induction itself
must be set to work: for the problem is, upon a review of the
instances, all and each, to find such a Nature as is always pre-
sent or absent with the given Nature: and always increases or
decreases with it: and which is, as I have said, a particular
case of a more general nature.’

¢ We must therefore make a complete solution and separa-
tion of Nature, not indeed by fire, but by the »ind, which is a
kind of divine fire. The first work, therefore, of true induction
(as far as regards the discovery of causes) is the rejection or
exclusion of the several natures which are not found in some
instances when the given Nature is present? and are found in
some instances where the given Nature is absent: or are found
to increase in some instances where the given Nature decreases:
or to decrease when the given Nature increases. Then indeed,
after the rejection and exclusion has been duly made, there
will remain at the bottom, all light opinions vanishing in smoke,
a Cause affirmative, solid, and true, and well defined.’

An indispensable part of Induction is the rejection of erro-
neous causes.—‘I must now give an example of the Exclusion
and Rejection of natures which by the table of presentations are
found not to belong to the Form (of Heat), observing in the
meantime not only each table suffices for the rejection of any
Nature : but even any one of the particular instances contained
in any of the tables. For it is manifest from what has been
said that any Omne contradictory instance overthrows a conjecture
as to the Cause.’

10. Bacon has exemplified his process of Induction by
investigating the Cause of Heat: our present task is to inves-
tigate the Cause of Walue. }
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Following the example of the mighty Master, we must begin
by making a complete collection of Instances of Walue: and
we must now enumerate all the different kinds of Quantities
which have Value. These are—

1. Corporeal or Material Property. Under this species
are comprised the following different varieties—

Land: Trees: Cattle: Flocks and herds of all sorts : Corn
and other fruits of the earth; Houses: Furniture: Clothes:
Money : Fish: Minerals of all sorts: Precious stones of all
sorts : Pearls : Manufactured articles of all sorts.

2. Immaterial Property. Under this species is comprised
Labour of all sorts : Agricultural : Artisan : Professional : Scien-
tific : Literary.

3. Incorporeal Property. Under this species are com-
prised the following varieties : Rights of action, or Credits or
Debts of all sorts: the Funds: Copyrights: Shares in com-
Ppanies : the Goodwill of a business : the Practice of a profession :
Tolls: Ferries: Annuities of all sorts : Advowsons: Ground
rents : Shootings : Fishings, &c.

We must now investigate the Cause of Value in all these
different Quantities : we must first of all, by a due and sys-
tematic course of Rejections and Exclusions, eliminate all in-
trusive and accidental Ideas which may sometimes accompany
Value. And after completing this process of exclusion, we must
end by an affirmative, and discover that Single General Cause
which is common to An these different Quantities : which being
present Value is present : which, when it increases, Value in-
creases : which, when it decreases, Value decreases : and which,
being absent, Value is absent.

Examination of the Dictrine that %abour is the Cause of, or
Necessary /0, Value

11, Now a very popular and widely spread doctrine is that
Labour is the Cause of Value.

Locke, as far as we are aware, was the earliest writer who
maintained that Labour is the Cause of all value.

The doctrine that all Wealth is the produce of ‘ Lana ana
Xabour’ became very common among early writers on Eco-

) G R
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nomics. Smith constantly repeats the phrase : though he con-
tradicts himself.

Ricardo also adopted Labour as the Cause of all Value : in
which he is followed by McCulloch—¢ An object which may be
appropriated or adapted to our use without any voluntary Labour
on our part may be of the highest utility : but as it is the free
gift of nature, i &5 quite impossible that it can khave the smallest
Value’—*In its natural state matter is very rarely possessed of
any immediate or direct utility, and is always destitute of Value.
It is only through the Labour expended on its appropriation,
and on fitting and preparing it for being used, that matter
acquires Exchangeable Value, and becomes Wealth.’

Carey also maintains that all Value is due to Labour, and
says that the exceptions are so few as only to prove the rule!

12. We have now to apply the Principle of the Baconian
Induction to investigate the doctrine that Labour is the sole
Cause or Source of Value.

We may lay down this Lemma—

If Labour is the sole Cause of Value, then whatsoever thing
Labour has been bestowed upon must have Value.

For if there be two things produced with the same amount
of Labour, and the one has Value and the other not: then
there must be some otker Cause of Value besides Labour:
which is contrary to the hypothesis.

13, We will now examine some of the necessary conse-
quences of the doctrine that Labour is the Cause of all Value.

I. AUl Differences or Variations in Value must be due to
Differences or Variations in Labour.

This doctrine, however, is contrary to all experience: be-
cause there are many material things upon which no Labour
was ever bestowed which yet have Value, and also great Dif-
ferences of Value.

1. The space of ground upon which a City is built has
great Value: but which is in no way the result of Labour.

Land in the heart of London has often been known to sell
for more than £2,000,000 an acre: quite exclusive of any
buildings upon it. But no Labour has been bestowed on it.
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As we recede from the centre the Value of Land rapidly
diminishes : at Charing Cross it is much less than in the City:
and at Kensington much less than at Charing Cross.

Moreover, Land in the same locality has very different
Values. A frontage in a main thoroughfare like Regent Street,
Fleet Street, Cheapside, or Cornhill is of much greater Value
than an equal space of ground in a back street.

How are these differences of Value due to Differences in
Labour, when, as we have seen, there has been no Labour at
all bestowed on the Land ?

As the tide of fashion, population, and wealth flows towards
a locality, the ground in it rises rapidly in value: whereas,
when a locality is deserted by wealth and fashion, the Value of
the Land rapidly diminishes. How are these changes in Value
due to variations in Labour, when, as we have seen, the value
of these spaces of ground is not the result of Labour at all?

The ground in the centre of London, Paris, Berlin, Vienna,
and other cities, has enormous Value. There are other places,
now desolate and lonely, which were once the sites of great
cities. When the chariots and the horsemen were pouring
forth in multitudes from the hundred-gated Thebes, the land in
it assuredly had very great Value. So with Memphis, Nineveh,
Babylon, and numberless other places. Where is their Value
now? Yet the ground remains exactly the sanie as it ever was.
If London, Paris, Berlin, Vienna should come to be as Nineveh
and Babylon are to-day, where would the value of the land be ?
‘When the future Belzoni or Layard comes from New Zealand
to sketch the ruins of St. Paul’s from a broken arch of London
Bridge, will the ground near what was once the Royal Ex-
change sell for £70 the square foot?

When a fair is held near a town, persons pay a good rent
for leave to erect booths and tents on the common. At other
times they would not pay anything: therefore, the simple space
of ground has Value at one time and not at others. How can
the Value of the land be due to Labour, when it remains exactly
as it was?

2. The doctrine that no natural product has Value before
Labour has been bestowed upon it, is contradicted by the
plainest experience. The proprietor of a coal mine, or a stone

R2
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quarry, demands and receives a price for the coal, or the stone,
or the marble, as it exists in the mine or the quarry before a
human being has touched it.

If a person found a diamond or a lump of gold by chance,
would they have noValue? And is it the Labour of picking up
which gives them Value?

The Government founds a new Colony, and takes possession

' of the Land : it is quite common to demand a price or a rent
for the land which no person ever touched. How is its Value
due to Labour?

In the Midland Counties of England there are many oak
trees which would sell for £60 or £100, as they stand upon the
ground. They were perhaps self-sown : no person ever be-
stowed so much Labour upon them as even to sow the acorn
from which they grew. How is the Value of such oak trees due
to Labour?

But if the very same oak trees were inthe centre of a forest
in an uninhabited country they would have no Value at all.
Are these differences of Value due to Labour?

It is sdid that in 1810 an oak tree was -cut down at Gelenas
in Monmouthshire, whose bark sold for £240, and the wood for
4670 : was this Value due to Labour?

Near these oak trees there may perhaps be growing other
trees, beeches, elms, ashes, of the same size. But they will sell
for very different prices to the oaks. Are these differences in
Value of the different trees due to different Quantities of
Labour ?

3. There are, again, cattle, herds, and flocks eof all sorts.
These increase and multiply by the agency of nature. How is
their Value due to Labour?

Some time ago a large whale was stranded on the shore of
the Firth of Forth:.it was sold as it lay upon ‘the beach for
£70: no human being touched it: how was its Value due to
Labour?

Mr. Buckland says—¢When examining the cast-off skins of
the snakes at the Zoological Gardens, we observed some white-
looking substance in a box. This is the dejecta of the snakes.
It is a perfectly white substance, looking very like plaster of
Paris, and is composed of nearly pure uric acid. It is bought
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by a doctor (I imagine a chemist) for the high price of nine
shillings a pound.’  Were the excreta of the snake the product of
human Labour?

Some time ago when it was the fashion of European ladies
to pile huge masses of hair, termed Chignons, upon their heads
in imitation of their swarthy sisters of Central Africa, it was not
uncommen for a girl’s fine head of hair to sell for £5 : was the
Value of the girl’s hair due to Labeur ?

I1. If Labour be the sole Cause of Value, then all things
Droduced by the same Quantity of Labour must be of equal
Value

But this doctrine is contrary to all experience. For if it
were true, a diamond and the rubbish it is found in ought to be
of the same Value! So a pearl and its shell ought to be of
equal Value. A lump of clay ought to be of the same Value as
a lump of gold, if obtained by the same Quantity of Labour. If
a sportsman were to shoot a pheasant with one barrel and a
crow with the other, they ought to be of the same Value. If a
fisherman were to catch a salmon and a dogfish together in the
same net, they ought to be of the same Value. And similar
cases might be multiplied to any extent. Here we have pro-
ducts obtained by exactly the same Quantity of Labour which
have manifestly very different Values ; which proves decisively
that Labour cannot be the sole Cause of Value.

111. If Labour is the sole Cause of Value, the WraTwe must be
Proportional /0 /¢ Labour

But this doctrine is contrary to the most manifest experi-
ence. Suppose that a golddigger by good luck found a nugget
of gold lying on the surface of the ground : another digger
works for six months and finds an exactly similar one : then,
according to this doctrine, the latter nugget ought to be im-
mensely more valuable than the first. Or suppose that some
gold were brought from some diggings near the market, and
that an exactly equal amount were obtained by enormous
Labour among mountains many hundreds of miles off. The
latter is of course produced, i.e. placed in the market at an
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enormously greater amount of Labour and cost than the other.
But would it be more valuable? The least experience shows
that it would not be so, but that things of exactly the same
Quality would be of exactly the same value at the same time
in the same market.

IV. If Labour be the sole Cause of Value, a thing once pro-
duced by Labour must always have Value and the same Value

But this is notoriously contrary to experience : because it is
notorious that a thing may have Value in one place and not in
another, as the author of the Eryxias very clearly showed.

Take a bag of sovereigns among the Eskimos, and where
would their Value be? A Professor of Greek or Latin or
Mathematics may find his acquirements of great Value in the
Universities, but of what Value would they be to him among
the Hottentots ? A great Lawyer finds his knowledge of great
Value to him in Westminster Hall, but of what Value would
they be to him among the Patagonians? Even in London
itself, if a man labours very hard to acquire a profession and no
one employs him, where is the Value of his Labour? Ifa man
had all the medical knowledge in the world, from Hippocrates
to Galen and Copland, and no one was ill, what Value would it
be of to him? If an author were to publish the most learned
and laborious works in the world, and no one would buy them,
of what Value would they be of to him ?

In fact, to say that Labour is the Cause of Value is to say
that an isolated thing can have Value : whereas Value is always
relative, and can only occur in society. But if a man Labours
ever so hard and no one will buy his products, he is no better
off in London than in the Sahara.

If any one were to set up a manufactory of watches, or
reclaim land, and grow fine fields of wheat in the centre of Aus-
tralia, where there was no demand for the watches or the corn,
where would their Value be ?

Moreover, if Labour be the sole Cause of Value, if a thing is
once produced, its Value never could vary : which is Ricardo’s
express doctrine. But this is contrary to all experience. Be-
cause things after they have been produced, and all Labour
upon them has been ended, constantly vary in their value from
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day to day, and from hour to hour, and from year to year.
Thus, pictures by one master constantly rise in Value, and
pictures by another master diminish in Value long after the
hands which painted them are cold in the grave. The pictures
‘themselves remain exactly the same : it is the taste of the public
which has changed.

Ricardo maintains, as we have seen in a former chapter,
that the same Labour in manufacture always produces the
same Value. _

In the reign of George III. there was a very widespread
fashion to wear steel shoe buckles : this manufacture employed
a very large number of persons. All of a sudden these buckles
went out of fashion : the demand totally ceased : and the people
employed in making them were thrown into the greatest dis-
tress. But, according to Ricardo, the Labour of the men who
made the buckles was cf exactly the same Value when there
was a demand for them, and when there was no demand for
them! Some years ago the fashion of ladies wearing straw
bonnets suddenly went out, and the manufacturers of them at
Luton, Dunstable, &c., were thrown into great distress. But,
according to Ricardo, their Labour was of exactly the same
Value when there was a demand for straw bonnets, and when
there was none!

Hence we see that even with respect to material things there
are many upon which no Labour was ever bestowed which have
great Value and different degrees of Value: and even of those
upon which Labour has been bestowed the Labour is not the
Form or Cause of their Value.

14. Now, with respect to the second order of Economic
Quantities, namely, Immaterial Property, which comprehends
all species of Labour, one simple question will suffice—

If Labour is the sole Cause 9f Walue, what is the Cause of
the Value of Labour !

15. With respect to the third species of Economic Quanti-
ties, namely, Incorporeal Property, or abstract Rights, there are
some kinds which are associated with Labour, such as Copy-
rights, Patents, the Goodwill of a business. But the same re-



248 Elements of Economics BK. IL

mark applies to them as to material objects with which Labour
is associated, that it cannot be the Cause of their Value. If a
person bestows an enormous quantity of Labour in publishing a
work, the law of course may give him the Copyright: but if no
one will buy the work, where is its Value ? '

So also of Patents: much Labour may have been bestowed
in perfecting the machine : but if no one will buy it, where is
its Value ?

But there are vast amounts of Incorporeal Property which
have Value which are not associated with Labour at all. Thus
Rights of action, i.e. Credits or Debts, are not associated with
Labour. If a solvent merchant accepts a Bill of Exchange, or
a solvent Bank issues Notes, or creates Bank Credits, these
Rights of action have Value, as all Economists admit : but where
is the Labour bestowed on them? The Quantity of Credit in
this country is something colossal : it far exceeds any other kind
of single Property except only the Land, and every Economist
admits it to be Valuable Property ; but what Labour was ever
bestowed on it?

16. Hence, from the consideration of the foregoing examples,
we gather the following results :—

1. That there are vast quantities of Property, both Corporeal
and Incorporeal, which have Value, upon which no Labour was
ever bestowed.

* 2. That vast quantities of Property, both Corporeal and In-
corporeal, may be produced by Labour, and yet have no Value.

3. That the same quantity of Labour may produce products
one of which has Value and the other has no Value.

4. That quantities produced by varying quantities of Labour
have the same Value.

5. That things produced by Labour may have Value in some
places and not in others; and at some times and not at others.

6. That things produced by less Labour may have greater
Value than things produced by more Labour.

From these indisputable propositions, the result of practical
experience and observation, the undeniable inference is—That
Labour is mot in any way whatever the ¥orm or the Cause of
WValue : Or even necessary to Value.
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It only happens that in a certain class of cases Labour is
associated with Value: or, as Whately said, Labour is the
Accident of Walue.—And how it is so will be a matter for
future inquiry.

Now, by the Laws of Inductive Philosophy, if we could find
a single case of Value which was not the result of Labour, that
single instance would be sufficient to overthrow the doctrine
that Labour is the sole Cause of Value. But, instead of one
instance, we have found a multitude of cases: the enormously
greater proportion of Valuable Property is not even associated
with Labour at all.

In short, there never was any doctrine in science which has
received such a crushing and overwhelming overthrow as that
Labour is the Cause of Value: and hence we see that that system
of Economics which founds its ideas of Value and Wealth on
Labour is utterly fallacious.

Materiality not Necessary 0 Value .

17. In considering the preceding tables, or enumeration of
Instances of Value, we observe that the whole class of Im-
material Quantities, and the whole class of Incorporeal Quan-
tities, have no Materiality, but yet have Value.

Hence it is evident that Materiality is not Necessary to
WValue : it is only in some cases the Accident of Value.

Durability 75 not Necessary /0 Value

18. We also observe that some things which have Value
may last for ever, like the land, statues, gems, &c. : other things
may last a very long time, like houses, watches, pictures, &c.:
other things have a diminishing degree of permanence or dura-
bility, such as clothes, &c. : others have only a very short degree
of permanence, such as food of various sorts: while others,
such as Labour of all sorts, perish in the very act of produc-
tion. Now, among Bacon’s Prerogative Instances he expressly
mentions Ultimity or Limit, and says—¢ Nor should extremes
in the lowest degree be less noticed than extremes in the
highest” This is the doctrine of the Law of Continuity, which
says, that whick is lrue up o the Limit is true at the Limit: so
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things of the least degeee of durability are to be included as
well as those which have the extremest degree.

Hence we see that Permanence or Durability is not neces-
sary to Value: it is only the Accident of Walue.

On odlity in ifs Relation /0 Value

19. Seeing that the doctrine that Labour is the Cause of
Value is untenable, J. B. Say placed the Origin or Source of
Value in otility.

The doctrine that Utility is the Cause of Value is in some
respects more specious than that Labour is the Cause of Value:
because there are many useful things, like land, trees, cattle,
&c., which are very useful and have Value, which are not the
result of Labour at all. But yet it is liable to the same fatal
objections as that Labour is the Cause of Value : for it makes
Value some Quality of the thing itself, absolute and inherent:
as Say says—* Sans que leur Utilité, leur Valeur Intrinséque soit
plus grande.’—¢Sa Valeur réelle fondée sur son Utilité’: and
therefore, of course, so long as the Quality remains the same,
its Value ought to remain the same.

Many of the arguments which prove that Labour is not the
Cause of Value are equally applicable to prove that Utility is
not the Cause of Value.

The doctrine that Utility is the Cause of Value is more
specious in this respect : that for a thing to be useful it must be
useful to some Person. But then there is this fatal objection
to Utility being the Cause of Value, exactly the same as in the
case of Labour: that while the Qualities of the thing itself
remain the same, the same thing may be useful at some times
and not at others : and in some places and not in others: and
to some persons and not to others. Some persons smoke, others
abhor tobacco : tobacco has Utility for those who smoke, it has
no Utility for those who do not. Some persons drink wine,
others wholly abstain from it : wine has Utility for the former
and none for the latter : the wine itself remaining exactly the
same. When persons are ill, drugs have great Utility : when
persons are wéll, drugs have no Utility : but the drugs them-
selves remain exactly the same. A tureen full of train oi! would
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be a great delicacy and highly prized among the Eskimos, but
it would probably not have the same Value at the Lord Mayor’s
dinner. And it would be easy to multiply instances to any
amount of things being useful to some persons and not to
others : and at some times and not at others : while the things
tiremselves remain exactly the same.

Again, things may be useful and remain the same when
some better thing of the same nature comes out,and diminishes
and destroys the Value of the first. Our sailing line-of-battle
ships were considered the very acmé of perfection: but steam
came in and in a short time the old sailing liners were of no
more Value than so much wood and iron. Screw line-of-battle
ships were then supposed to be the ne plus ultra of invention :
no one dreamt that anything could go beyond them: but in a
very short time another revolution took place, and ironclads
superseded the screw liners: and they shared the fate they had
brought upon the sailing liners. Railroads destroyed the Value
of coaching Property and canals : one book destroys the Value
of another : one invention destroys the Value of another.

An eight-oared outrigger is a very useful and valuable thing
on the Thames, but of what Use or Value would it be on the
Sahara?

Again, if utility is the Cause of Value, things ought to be
Valuable in exact proportion to their Utility. But this is mani-
festly contrary to the plainest experience: because, however
useful a thing may be, it may be so abundant as to have no
Value : or an extremely small Value. A familiar instance of
this is Water, which is of the very greatest Utility, but its
abundant Quantity gives it very little Value. Corn is also most
necessary and useful : but it has sometimes happened in agri-
cultural countries which had no communication with others,
that an excessive Quantity has been produced in some years,
and has rotted on the ground for want of people to eat it, and
for want of means of transport to other places. So cattle and
sheep are very useful things in themselves for human support :
but in the Pampas of South America, and in Australia, in
former times, they had multiplied so far beyond the powers of
the people to consume them, that the cattle were of no Value
beyond that of their hides, and the sheep of no Value except to
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boil down into tallow. The recent discoveries, however, in the
means of transporting fresh meat will probably greatly raise
their Value.

Again, things of no Utility have enormous Value, such as
diamonds: and, indeed, instances of this are so numerous, and
have been so often quoted, that it is superfluous to cite them.

Very slight reflection will show that Utility is so vague an
expression that it cannot be made the basis of Value. But
there are also a great many things which have Value, to which
it would be a great debasement of the word Utility to apply it
to'them at all. The depraved tastes and licentious appetites of
too large a portion of mankind confer a Value upon things of
the most mischievous and vicious nature. It requires the stern-
est rigour of the Law to put down the sale of obscene pictures
and books. While there is a demand for such things, and
persons will buy them, such things undoubtedly have Value and
are Wealth, equally as the most excellent things. But no one
would surely debase the word Utility by applying it to such
masses of abomination. But while this continues no Economist
can refuse to class them as Wealth.

Demanad 75 /¢ Sole Cause of Value

20. Seeing that Labour and Utlity altogether fail to stand
the necessary tests of Inductive Logic as being the Cause of
Value, what remains? In what consists the essence of Value?
The only thing which ancient writers, Aristotle, the author of
the Eryxias, the Roman Lawyers: and in modern times the
Physiocrates, the Italian Economists, Smith, Condillac, Whately,
J. B. Say, and hosts of others have observed—Exchangeability.
And what does Exchangeability depend upon? If 1 offer
something for sale, what is necessary in order that it should be -
sold? Simply that some one else should Desire and Demand it.

Aristotle long ago said that it is ypeia, or Demand, which
binds society together: the author of the Eryxias over and
over again points out that things are Wealth, xpjpara, only
where they are Demanded, xprjoipua: and things are not xprjuara
where they are not xprjoa, demanded.

Here it is quite clear that we have now got to the true



CH. 1L Demand the Sole Cause of Value 253

Source, Origin, or Cause of Value: it is Demand. Walue is
not a Quality of an object, but it is an Affection of the Mind.
Value in Latin is Z22stimatio. The sole Origin, Source, and
Cause of Value is Human Desire » when there is a Demand for
things they have Value: when the Demand increases (the Sup-
ply being supposed the same) the Value increases: when the
Demand decreases, the Value decreases : and when the Demand
altogether ceases, the Value is altogether gone.

Boisguillebert saw this most clearly : he says—¢ Consomima-
tion (Consumption or Demand) is the principle of all Wealth.’—
¢ All the revenues, or rather all the riches, in the world con-
sist in Consumption (Consommation): all the most exquisite

_fruits of the earth, and the most precious products, would be
nothing but rubbish if they were not Demanded, i.e. Consumed
(Consommeés).”

The Italian Economists are very clear and consistent in
showing that Human Wants and Desires are the Cause of all
Value. Genovesi clearly points out that the words prezzo, pregio,
stima, valuta, valore, are words of relation, and not absolute :
and that they are not applied to Intrinsic qualities. That though
money is the apparent or proximate measure, the ultimate mea-
sure to which not only things but their Price is referred, is Man
himself. Nothing has Value where there are no men: and the
very things which have a low value where men are few, have a
very high value where there are many people: which is the
reason why things and services have a much higher Value in the
Capital than in distant provinces.

¢ Men, however, do not give Value to things or services unless
they want them. Hence our Wants are the first Source of the
Value of all things: and Price is the power to satisfy our wants.
The Wants of men are of three kinds ; those of pure necessity :
those of pleasure: and those of luxury.’ Genovesi then traces
the origin of these wants or demands. He says that nothing
has Value except in relation to these wants. He shows how
prices are always determined by Supply and Demand: and he
says Value s Z4¢ Child ¢of Demand.

So Beccaria says—* Walue is a substance which measures the
Estimation in which men hold things.’

We have already shown that the PHysiocrates made all Value
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proceed from Demand: and they showed that things which
remain without Demand (Consommation) are without Value.

Condillac is also very clear on this point. He says—¢ This
esteem is called Value.'—¢ Since the Value of things is founded
on the Want of them, or the Demand, it is natural that a want
more strongly felt gives things greater Value: and a want less
felt gives them less Value’—fAs soon as we Want a thing
it has Value, and only for that reason.’

Walue only exists in the Human Mind

21. Value, then, like Colour, and Sound, and 0dour, only
exists in the Human Mind. There is neither Colour, nor Sound,
nor Odour, nor Value in external Nature: they exist only in
Man.

Not only have all the ancient and foreign writers we have cited
declared that Demand is the true and only Cause of Value, but
Smith, Ricardo, and McCulloch themselves, to whom is due so
much the populardoctrinethat Labour is the Cause of Value, have,
with wonderful contradiction, said the same thing. Thus Smith,
after laboriously inculcating that Wealth is the ¢ annual produce
of land and labour,’ says afterwards that, unless it is exchange-
able, i.e. unless there is a Demand for it, it has no Value at all.

So Ricardo, after maintaining repeatedly that Labour is the
Cause of Value, says that it is only a higher price than usual
which induces extended Labour.

And McCulloch, after attributing all Value exclusively to
Labour, says—‘ Demand may therefore be considered as the
ultimate source and origin of both exchangeable and real Value :
for the Desire of individuals to possess themselves of articles,
or rather the Demand for them originating in that Desire, is
the sole cause of their being produced or appropriated.’

Hence we see that Demand is the sole Origin, Source, and
Cause of Value. It is Demand, or Consumption, and not La-
bour, that gives Value to a product. It is not the Labour
which gives Value to the product, but the Demand for the
product which gives Value to the Labour. Hence, Xt is mot
Labour which is the Cause of Value, but it is Value which
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is the Inducement to Labour: and it is not the Labour of
the Producer which constitutes a thing Wealth, but the
Demand of the Consumer.

We conclude, therefore, that it is not Labour but Consump-
tion, Exchange, or Demand alone that constitutes a thing
Wealth: and we trace the progress of a nation in Wealth ac-
cording to their increasing Wants and Desires. First, the De-
mand for the sustenance required by the body gives Value to
material products, food, clothing, shelter, and fuel. Then, as
their tastes become refined, arises the Demand for works of
literature, science, and art : for painting, for sculpture, for archi-
tecture, for the drama, for music. And those who minister to
these wants of the Mind become wealthy, just as those who
minister to the wants of the body. It is the Demand of the
public alone which makes these things Wealth. Hence, in
order to be Wealthy, a people must be inspired with strong and
various desires: and be willing to Labour to gratify those
desires: and this shows the great importance, in an Economical
point of view, of national education. Heavy taxes can only be
borne by an industrious and wealthy people : and the multipli-
cation of Wants multiplies industry, multiplies capital, multiplies
incomes, multiplies the persons able to bear the burden of tax-
ation, and renders the nation capable of great achievements,
and of taking a leading position in the councils of the world.
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Section IXIX

Of the General Law of Value : o7 tic General Bquation of
Economics

22. Having in the preceding sections given the Definition of
Value: and found that its Form or Cause resides exclusively in
the Human Mind; the last branch of our Inquiry is to deter-
mine the General Law of Walue: or the General Equation of
Hconomies: that is to discover a Single General Law which
governs the changes in the Exchangeable Relations of An
Quantities, whatever their nature may be, at all times and in all
places.

The acknowledged principles of Inductive Science show
that there can be but Ome General Law of Value. We have
seen that there are three distinct species of Economic Quantities:
and we have generalised all the Fundamental Conceptions of
Economics to grasp all these Quantities. These three orders of
Quantities can be exchanged in Six different ways. Our present
object is to investigate a General Equation which shall be ap-
plicable to all the 8ix species of exchanges indifferently. The
Law which governs the exchangeable relations of material pro-
ducts must equally govern the Exchangeable Relations of
Debts.

Suppose we make £ the general symbol of an Economic
Quantity—i.e. of anything whose Value can be measured in
money—and representing these various species of Quantities
under the General Symbol, £, we may say that there are in any
country Quantities of this sort— .

£347,293,421
£516,542,905
£ 24,841,320
&c. &c. &ec.
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Now we affirm, by virtue of the Law of Continuity and the
great Algebraical doctrine of the Permanence of Egquivalent
Forms, that whatever can be proved to be true Economically of
any one of this series of Quantities must be true of them all
No one looking at the series of Quantities placed above could
tell of what species they were. Some may be land, some corn,
some minerals, some ships, some money, some credit, some
labour, some shares, some copyrights, and multitudes of other
things. “Now, there can be but One Cause of Value for them
all : and we have shown that Demand is the single General
Cause of all Economic Quantities.

Having then obtained these independent Economic Quan-
tities, the whole purpose and object of the Science is to discover
the single General Law which governs the variations of their
Exchangeable Relations. It is clear by the principle of the
Continuity of Science, and the analogy of all other physical
sciences, that however varied and complicated the different
phenomena of Value may be, there can by no possibility be
more than Ome General Law of Value; or a single General
Equation of Economics : whatever it may be.

Lord Lauderdale’s Law o/ Value

23. Lord Lauderdale, in a work quoted by Ricardo, says
that of two Quantities which may each vary, if we suppose the
variation to take place in one of them first, the other remaining
the same, its Value would be influenced by foxr Causes.

It would Increase in Value—

1. From a Diminution {7 Quantity.
. 2. From an Increase of Demand.

It would Diminish in Value—

1. From an Increase of Quantity.
2. From a Diminution ¢f Demand.

Now, as the Variation of the other Quantity will be in-
fluenced by the very same four causes, it is quite clear that the
Variations of both Quantities will be influenced by ®Bight inde-
pendent Causes : and if these be connected in the form of an
Algebraical Equation, that will manifestly be the true General
Law of Value : or the true General Equation of Bconomios,

L S
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This General Equation must manifestly contain the whole
sciernce : and as it is in the form of a fraction containing no less
tsan Eight Independent Variabies, it at once shows the ex-
tremely compiicated nature of the science.

24. Now, Kicardo admits this Law to be true for all mono-
polised commodities : and for all others during a Zimited time.
But his want of knowledge of the principles of Inductive Science
prevented him from seeing that, if it be true of any commodities
and for any time, it must be true of all commodities, and for all
times.

The fact is that the Law of Supply and Demand of which
the above extract from Lord Lauderdale is the full expression,
4s admitted by all Economists to be true when the price of things
is very low : it is also admitted to be true when prices are very
high : it is therefore admitted to be true at the extremes of
prices : and therefore it is manifest by the Law of Continuity
that it must also be true at all intermediate points in the range
of prices : that is, it must be universally true in all cases.

The General Bquation of Economics is therefore a Com-
pound Ratio of a very complicated nature : and to apply it in
particular cases requires a profound knowledge of the circum-
stances: but yet it is demonstrably true : and the whole science
must be constructed taking that Equation as the basis.

. In obtaining this General Equation, we bave followed the
method usual in all Physical science. We have obtained the
Independent Variables, and they are connected by a General
I.aw or Formula. This insures Certainty to the science : but it
is in the last point that the real difficulty arises, namely, in
giving Precision, or Numerical amount, to the Co-efficients.
It is difficult, probably impossible, to say what numerical varia-
tions in Supply and Demand produce definite variations in
Value. This has been attempted in some cases, as in that of
corn, but it is manifestly impossible to obtain exact numerical
data : and, in fact, though the same General Law is true, the
same absolute variations in Supply and Demand of various
quantities will produce great differences in the variations of
their numerical Values.

It is this difficulty, or rather entire impossibility, of giving
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exact numerical value to the co-efficients that makes many
persons suppose that it is impossible to make Economics an
exact science. It is sometimes supposed that for a science to
be an ‘exact’ one, it is necessary that its laws should be
capable of exact Quantitative statement. This, however, is an
error which has been specially noticed by Comte, who well
points out the difference between Cerfainty and Precision in
science. To constitute an exact science it is not necessary that
its laws can be ascertained with numerical precision, but only
that the Reasoning be exact, or certain. He says that a dan-
gerous prejudice has sprung up: that because the precision of
different sciences is very unequal, that their certainty is so too.
This tends to discourage the study of the most difficult : Pre-
cision and Certainty are perfectly distinct. An absurd pro-
position may be very precise : as for instance that the angles of
a triangle are equal to three right angles. On the other hand,
a certain proposition may not be precise, as that a man will
die. Hence, although the different sciences may vary in pre-
cision, that does not affect their certainty. This observation
applies very forcibly to Economics. Some persons are apt to
despise it because it does not bring out its results with the same
numerical precision as those of Mathematics. This, however,
is a grievous mistake. In Economics the Causes of phenomena
can be ascertained with absolute certainty : and if we want to
produce any required effect, the method of producing it can Be
pointed out with absolute certainty. This is all that is neces-
sary to constitute an exac? science : because the method of pro-
ducing the result being pointed out with Certainty, we have only
to put it in force until the required result is produced.

In considering the General Equation of Economics, we see
the application of Bacon’s aphorism, ¢ that which in Theory is
the Cause in Practice is the Rule” No other Quantities but
Demand and Supply appear on the face of the Equation : we
therefore learn that no other Causes influence Value or changes
of Value, except Intensity of Demand and Limitation of
Suapply. We learn that neither Labour nor Cost of Production
can have any direct influence on Value : and that if they do so
#ndirectly, it can only be by and through the means of affecting
the Demand or the Supply : and that no change of Labour or

s2
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Cost of Production can have any influence on Value unless they
produce a change in the relation of Supply and Demand.

By this means we are enabled to create a rigorously exact
Theory of Economics : and by reverently following the precepts
of the mighty prophet of Inductive Philosophy, and the ex-
amples of the immortal creators of the various Inductive Sciences,
it is seen that Economics as a Moral Science is fitted to take rank
by the side of Mechanics and Optics as a great Positive In-
ductive Physico-Moral Science.
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CHAPTER III
THE THEORY OF THE COINAGE

1. HAVING in the preceding chapters investigated the funda-
mental conceptions of the Science of Economics and ascertained
the General Law which governs the varying relations of Economic
Quantities, our next step is to investigate the Theory of the
Coinage. Economics is the Theory of Value in general ; but
universal custom has found the convenience of expressing
Values in one medium, viz.,, Money or Credit. It therefore
naturally follows in the natural order of the subject, that we
should commence the Deductive or practical part of the science
by investigating the Theory of Money and Credit. We shall in
this chapter investigate the Theory of the Coinage ; and in the
following one the Theory of Credit.

2. We have in the first chapter explained the circumstances
out of which the necessity for Money arose, and shown that
many substances have been-used by different nations for this
purpose, but that Metal has advantages superior to any other
substance ; and of metals, Gold, Silver, and Copper have been
chiefly preferred. Gold and Silver in a perfectly pure state,
however, are far too soft to be used for this purpose, and it is
necessary to mix some other metal with them to harden them,
which is called Alloy. By a chemical law, when two metals are
mixed together, the mixture is harder than either of the metals
in a pure state.

Gold and silver in the masd are called Bullion ; but as the
laws of all countries which use Gold and Silver as Money define
the quantity of alloy which is to be used with the pure metal,
we shall henceforth use the word Bullion to mean gold or silver
in the mass mixed with such a proportion of alloy as is ordered
by law, so as to be fit to be made into Money.,
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3. The purity of Gold is measured by 24th parts, termed
Carats ; and ever since the 6th Edward VI. (1553) the Bullion
used for the gold coinage has been 22 carats of pure gold and
2 carats of alloy. Thisis called Crown Gold. The standard
of Silver Bullion was fixed by William the Conqueror at 11 oz.
2 dwts. fine, or 222 dwts. of pure silver, to 18 dwts. of alloy,
and except during a short period of confusion, from the 34th
Henry VIII (1543) to Elizabeth, has never been departed from.
It is called the ¢Old right standard of England,’ or ‘sterling ;’
and as the Sovereigns of England, though they reduced the
weight of the Coin, never, with the slight exception just men-
tioned, tampered with the purity of the metal, Sterling came
to signify honest and true, or to be depended upon.

In France and those countries which have adopted decimal
coinage, Bullion is made of 9 parts fine metal and 1 part alloy,
but it is found in practice that the English proportion gives
greater durability to the metal, and therefore is better for a
coinage.

4. Some nations have used simple Bullion as money, but the
merchants of those nations were obliged to carry about with
them scales and weights to weigh out the Bullion on each occa-
sion. This was usual among the Jews. In some countries it
was necessary both to weigh and assay the Bullion at each
operation, which was, of course, a great impediment to com-
merce. Other nations adopt a more conVenient practice. They
cut the bullion into pieces of a certain definite weight, and affix
a public stamp upon it, to certify to the public that these pieces
of Bullion are of a certain weight and fineness. These pieces
of Bullion with a public stamp upon them, to certify their weight
and fineness, and called by a publicly recognised name, and in-
tended to be used in commerce without further examination, are
called Coins.

8. The inconvenience of using masses of Bullion as money
is so obvious, and the expedient of cutting it into pieces of defi-
nite weight and fineness, seems so simple, that we should
naturally have expected that it must have been quickly invented
by those nations who first began to use Gold and Silver Bullion
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as money. This, however, was certainly not the case. Silver
and Gold were used as money for ages before coining was
thought of : and there is every reason to believe that coining
was invented by a people who, before the invention, did not use
gold and silver as money; and coining was practised by them
for centuries before it was adopted by nations who had used
these metals as money for ages.

This stamp or certificate, of course, in no way affects the
Value of the metal, or the Quantity of things it will exchange
for. Its only object is to save the trouble of weighing and
assaying the bullion in commercial transactions. Nor can the
Name of the Coin in any way affect its Value. Values, it is
true, are estimated in the number of these pieces of bullion, or
Coins : but it is necessarily implied in the bargain that these
Coins contain a certain definite quantity of bullion.

It is also perfectly evident that if this process of stamping
bullion, and so turning it into Coin, is done free of all expense,
at the will of any one who chooses to present bullion and demand
to have it stamped, and also without any delay, the Value of
metal as Bullion must be exactly the same as the Value of the
metal as Coin. )

If, however, a charge is made for the workmanship ; or if
any tax is levied on changing the metal from one form into
another ; or if any delay takes place in doing so, there will be a
difference between the Value of the metal as Bullion and as
Coin, equal to the charge for workmanship, the tax, and the
amount of interest accruing during the period of delay.

These, however, are all fixed or constant quantities, which
may be ascertained, and they form the limits of the variation of
the value of the metal in one form to its value in the other form.

In cthe following remarks we shall assume that there is no
charge for the workmanship, no tax, and no delay in doing it :
no obstruction, in short, of any form to changing the metal from
one form to another.

Upon these assumptions, then, we have this fundamental
principle of the Coinage—

Any quantity of Metal in the form of Bullion must be of
exactly the same Value as the same quantity of Metal in the form
of Coin.
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In the case of the Coinage of England, no charge of any
sort is made for coining Gold Bullion : but as a considerable
delay may take place before any one who brings Bullion to the
Mint can have it coined, the 7 & 8 Vict. (1844) c. 32, s. 4, en-
acts that every person may take standard Bullion to the Bank
of England, and that the Bank shall be obliged to give him
Notes to the amount of £3 17s. 94. for every ounce of such
Bullion. And as the holder of Notes may demand legal coin
for them, at the rate of £3 17s. 10}d. per ounce, there is thus
practically a difference of 14d. per ounce between Gold Bullion
and Gold Coin.

6. In the times of the Homeric poems there was certainly
no money in use. And the words significative of wealth in
Homer give no preference to gold and silver above other things.
On the contrary, they are comparatively seldom mentioned.
The Homeric words expressive of wealth more frequently refer
to cattle, or horses, or agriculture. Thus we have wolvppny,
mokvBoirs, moAdimmos, Pihoxréavos, mohvrduwy, dPveios, mokvkripw,
molvlfios. In ¢Iliad’ vii. 180, and xi. 46, are almost the only
instances in which gold is especially alluded to as Wealth,
molvypiooo Mukijvys, When the Greek and Trojan leaders
send spies to discover the plans of the enemy, neither of them
promises money as a reward. Nestor, ¢ Iliad’ x. 215, promises
the successful spy a black ewe with its young, a matchless gift ;
and Hector, x. 35, promises on his side a chariot and a pair of
horses. .

Most authorities consider that the Homeric poems were
written about the ninth century B.C.; though many would placg
their origin, at least, at a much more remote date. At that
period, therefore, there was no money of any sort in Greece,
nor were gold and silver ever referred to as measures of value ;
when the convenience of referring things to a common measure
of value was first thought of oxen were used for that purpose,
as we have seen in a previous chapter. But some time after
the Homeric poems, though we have no means of conjecturing
when, a money of a curious nature came into general use
throughout Greece. Large iron or copper nails called 8éAcoxor,
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of such a size that six of them constituted a handful, were used
as money.

In the eighth century B.C. Argos was the most powerful state
in Greece, and was the metropolis both of the Peloponnesian
and Asiatic Dorians. At this period Pheidon of Argos was the
most powerful sovereign of Greece, and held the island of
Agina in his dominion. The Dorians carried on a very ex-
tensive commerce with the Phenicians, and Pheidon adopted a
system of weights from them, which were afterwards called the
Aginzan. At the same time he replaced the clumsy iron and
copper nails in use as money by a silver coinage. He struck a
coinage of silver to represent the value of a handful of these
clumsy nails, hence it was called Apayp7. Hence the standard
unit of the Grecian coinage was always called a drachma, and
the smaller coins were 38ehoc. Pheidon collected a number of
these iron and copper nails and laid them up in the Temple of
Juno at Argos as a curiosity.

The Spartans, probably out of jealousy of the Argives,
steadily resisted the use of silver money, and adbered to the
use of their old iron nails.

Herodotus says that the Lydians were the first nation who
coined Money of a mixture of gold and silver. This mixture

was called f\exrpov, and was composed of different proportions.
©of gold and silver, but usually three parts of gold to one of
silver. The coins of the western states of Asia were of this
xnaterial. There are several of these electrum coins in the
British Museum.

On the Meaning of the Mint Price of Gold and Silver

7. As the very purpose of coining is to certify that the pieces
of Bullion are of a certain definite weight and fineness, it is
evident that a fixed quantity of Bullion, such as a pound weight,
anust be divided into a fixed number of coins.

The Wamber of Coins inlo which a given gquantity of
Bullion is divided by Law,is called the Mint Price of that
quantity of Bullion.

The Mint Price of Bullion is thus simply the amount of
coin which is equal to any quantity of Bullion, weight for
weight,
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By the Law at present in force forty pounds weight of
standard gold bullion are divided into 1869 coins called Pounds
or Sovereigns ; hence one pound weight of gold Bullion is
coined into £46 14s. 6d. : or, as the value of gold is estimated
by the ounce, one ounce of gold bullion is coined into
43 17s. 103d., and this is termed the Mint Price of gold.

The legal weight of the Pound or Sovereign is 5 dwts.
171 grains, containing 113515 grains of pure gold. Sovereigns
which fall below 5 dwts. 22 grains, and half Sovereigns which
fall below 2 dwts. 13} grains cease to be legal tender.

In the time of William the Conqueror the pound weight of
Silver Bullion was coined into 240 pence : hence the Mint Price
of Silver was £1 per pound ; but in the time of Elizabeth the
pound weight of Silver Bullion was coined into 744 pence, or
the ounce weight of Silver was coined into 62 pence : hence, as
240 pence are still called a Pound, the Mint Price of Silver
Bullion was £ 3 2s. per pound, or 5s. 24. per ounce.

To alter the Mint Price of Bullion is merely an expression
whick means an Alteration of the Xaegal Welight of rthe
Coinage. ’

To suppose that the Mint Price of Bullion could vary is
manifestly as great an error as to suppose that a hundredweight
of sugar can be a different weight from 112 separate pounds
weight of sugar; or that any quantity of wine in a hogshead
could differ in quantity from the same quantity of wine in
bottles ; or that a loaf of bread could alter its weight by being
cut up into slices.

1t is not an Economic Error to fx the Mint Price of Bullion

8. We must now say a few words with respect to an error
which is by no means infrequent. It is now acknowledged by
every one that it is a great Economic error to fir the Price
of any articles. It used formerly to be the custom to fix wages
and the prices of various commodities ; but such attempts have
long been abandoned as futile and mischievous. It is some-
times contended that it is an equal error to fix the price of gold.
But those who affirm this overlook a very important consider-
ation. The word ¢ price,’ except in the single instance of ¢ Minz
Price) always denotes the quantity of an article which is used
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as a measure which is given for another article of a different
nature. Thus we say that the Price of a bushel of corn is 6s.;
where the Silver, the substance in which prices are measured,
is of a different nature from the corn. But in the expression
¢ Mint Price’ of Bullion, it always means the value of Bullion in
coin of the same metal. Thus the Mint Price of gold bullion
means its weight in go/d coin ; the Mint Price of Silver Bullion
means its weight in siZver coin.

Hence by the very definition, the Mint Price of Gold Bullion
merely means the identical quantity or weight of Gold Bullion
in another form : and by the very nature of things the Mint
Price of Bullion is a fixed quantity. If the law requires an
ounce of gold to be coined into £3 17s. 10}4., that amount of
coin must be exactly of the same value as an ounce of gold, no
matter whether gold becomes as plentiful as iron or as scarce as
diamonds ; for that quantity of coin is always exactly equal to
an ounce of gold ; whatever be the scarcity or the abundance of
Bullion. The value of gold may vary with respect to other
things ; it may purchase more or less bread, or wine, or meat,
at one time than another ; but it is absolutely impossible that
an ounce weight of gold in the form of coin can differ in value
from an ounce weight of gold in the form of bullion. To sup-
pose that it could, would be as irrational as to suppose that
because bread became very abundant or very scarce, a loaf of*
bread could differ from itself in weight when cut up into slices,
or that a cask of wine could differ from itself when drawn off
into bottles.

The Mint Price of gold, therefore, is nothing more than a
public declaration of the weight of metal the law requires to be
in the Coin. An alteration of the Mint Price of Bullion means
an alteration in the standard weight of the coin, and would be
the same thing in principle as an alteration in the standard
yard measure. Those who ridicule the idea of having the
Mint Price of gold fixed, should, to be consistent, ridicule the
idea of having the standard yard measure fixed.

On the Meaning of the Market Price of Gold and Silver

9. The Mint Price of Bullion is, as we have seen, simply the
number of coins into which a certain quantity of Bullion is
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coined ; consequently, so long as the coins continue of their
full legal weight, they are always of the value of that quantity of
bullion. But when Coins have been some time in circulation
they must necessarily lose some of their weight from the wear
and tear of daily use, even if they be not subjected to any bad
practices such as clipping, which used to be done to a great
extent formerly in this country. But these coins may circulate
for a considerable time in a country, and lose a good deal of
their weight, without losing their value. People were so accus-
tomed to the sight of a particular coin, that unless they were
money dealers, they did not stop to inquire too curiously
whether it were of the proper weight or not. In fact, when
coins have been some time in use, few people know what their
legal weight is. Many, for instance, do not associate the idea
of a pound with any particular weight of bullion ; and thus, in
exchange for products and services, coins may pass at their
nominal value long after they have lost much of their weight ;
as Posthumus says in Cymébeline :—

‘Tween man and man they weigh not every stamp,
Though light, take pieces for the figure's sake.’

But when coins are given in exchange for Bullion the case is
different. The Value of Bullion is measured weight for weight
with Coins; consequently, if the coins have lost their legal
weight, a greater number of them must be given to purchase a
given amount of bullion than if they were of full weight. Thus
if the Mint Price of Silver is 5s. 24. per ounce, that quantity of
coin ought by law to weigh an ounce: then if the coins have
lost their proper weight, it is clear that more than 5s. 24. must
be given to buy an ounce of bullion. It might perhaps take 6s.,
or even more, to buy an ounce of bullion.

The quantity of coin at its full legal weight which is equal in
weight to a given weight in bullion is called its Mint Price;
but the quantity of the current coin, which is actually equal to
it in weight, is called the Market Price, and as, if the coins have
lost their legal weight, #ore of them must be given than if they
are of full weight, the Market Price will apparently be higher
than the Mint Price, and this is called a Rise of the Market
Price above the Mint Price.
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- Suppose that at any time the Mint Price of Silver were
§s. 24. an ounce, and the Market Price were 6s.; this would
merely mean that6 shillings weighed no more than 5s. 24, ought to
do; and therefore that the current coinage is deficient of about
# of its legal weight. Thus in reality it is clear that the rise of
the Market Price is due to the Depreciation of the Coinage.

Hence we obtain this fundamental law of the Coinage.
When the Market Price of Bullion rises above the Mint Price,
the Excess is the Proof and the Measure of the Depreciation of
the Coinage.

In fact, the apparent rise of the Market Price of Bullion is
due to exactly the same cause as has made the Mint Price of
Silver apparently rise from £1 in the days of William the Con-
queror to £3 25. in the present day. It is merely that the same
quantity of bullion is cut into a greater number of pieces; and
consequently each piece must be proportionably diminished in
weight, or depreciated. ’

The Market Price of Bullion could never fall below the Mint
Price, unless there were more bullion in the coin than there
ought to be; and in such a case the difference of the Market
Price below the Mint Price would of course indicate the excess
of the coin above their legal weight.

If a change takes place in the relative Value of the Gold and
Sitver Coins, to determine whether it is due to an Alteration
in the Value of the two metals, or to a Depreciation of the
Coinage

10. The considerations we have presented will enable us to
solve a question of great practical importance. When both
metals were used concurrently as Money, the value of the silver
coinage used to change with respect to the gold. Thus Guineas
were originally coined to be of the value of 20s. in silver: but in
the reign of William III. guineas rose to 28s. and 30s.: and at
the same time silver bullion rose from gs. 24. to 7s. an ounce.
One party stoutly contended that this was due to the scarcity of
silver. Now this assertion was absurd on the face of it; because
if silver had become very scarce as compared to gold, it is quite
clear that silver would have »Zsen as compared to gold, and not
Jallen. That is, instead of guineas being worth 28s., they ought
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to have been worth less than zos. From the figures given above,
this assertion was self-contradictory, because as compared with
gold, silver had apparently fallenz in value, and as compared
with silver money it had apparently #ésez in value,

But as the variation might proceed either from a Diminution
in Value of Silver as compared to Gold, or from a Depreciation
of the silver Coinage, we are enabled to devise a test which shall
enable us to decide to which of these causes it was due.

It is quite clear that a Diminution in the Value of the coin
cannot produce any difference between the Mint Price and the
Market Price of Bullion: because by the very meaning of the
word Mint Price, however plentiful or however scarce silver may
be, an ounce of it in coin must always be exactly equal in weight
or Value to an ounce in bullion. .

On the other hand, a Depreciation of the coinage must ine-
vitably produce a rise in the Market Price of bullion above the
Mint Price : because, however plentiful or scarce bullion may
be, 3 of an ounce of it in coin can never be equal in weight or
value to an ounce of it in bullion.

The case may be shortly stated thus—Guineas may rise to
28s. in silver either from a Diminution in the Value of silver, or
from a Depreciation of the Silver Coinage. What is the test?
It is to be found in the Market Price of silver. If the silver
coinage is Depreciated the Market Price of silver will rise above
the Mint Price : if it is a mere Alteration in the Value of silver,
it will not.

Evidently, however, both circumstances may take place.
There may be an Alteration in the Value of the metals as well
as a Depreciation in the Silver Coinage at the same time. And
it is quite easy to devise a test in such a case: because the
Depreciation in the silver coinage is measured by the difference
between the Market and the Mint Price of silver: and thus the
Value of the Coinage being rectified, it is quite easy to see
whether it has changed in its relation to gold.

On Gresham’'s Law of li¢ Coinage

11. We have now to notice a Law of fundamental importance

in the Theory of the Coinage.
Aristophanes first noticed the fact at Athens that when a
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debased Coinage was issued along with a good Coinage, the
good Coins all disappeared from circulation, and the debased
ones alone remained.

This fact, which has been invariably observed in all coun-
tries and ages, was long the puzzle of financiers and statesmen.
Formerly the Coinage in this country used to suffer very much
from clipping and other bad practices. Repeated attempts to
remedy the evil were made by issuing new Coin from the Mint
without withdrawing the debased Coin: but all these efforts
were unavailing : the good Coins invariably vanished from cir-
culation, and the bad ones alone remained. Sir Thomas Gres-
ham first explained the cause to Queen Elizabeth; hence we
have called it Gresham’s Law of the Coinage.

This Law is well expressed in an old pamphlet—thus—

$ When two sorts of Coins are current in the same nation, of
like Value by demomination, but not intrinsically, that which
has the least Value will be current, and the other as much as
_possible hoarded,’ or exported. Which may be expressed more
shortly thus—2Bad money always drives good money out from
circulation.

The reason of this is plain. If full-weighted and depreciated
Coins are allowed to circulate together, one of two effects must
necessarily follow. Either those persons who have commodities
to sell will make a difference in their nominal price according
as they are paid in good or in light coin: that is, the light coin
will be ata discount as compared with the good coin : orif there
be a law to prevent this, and to make both to pass at the same
nominal value, every one will endeavour to discharge his debt at
the least possible expense. He will always try to pay his debts
in the light coin. As values are always estimated by the weight
of the metal, a law which declares that light coin shall be of
the same value as heavy coin is as great an anomaly as a law
to declare that in Arithmetic three shall be equal to four. But
the consequence is plain: if the Law of this country declares
that four ounces of silver shall be of the same value as three
ounces, the possessors of the light coins.always pay them away
in preference to the heavy ones, and bullion dealers collect all
the full-weighted coins they can, and export them to foreign
countries, where the coin passes at its full value. Thus the
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good coin quickly disappears from circulation and the bad
alone remains.

Moreover, no one will bring bullion to be converted into
Coin. During the degraded state of the silver coinage during
the last century, the Market Price of silver always exceeded the
Mint Price : Smith says that the Market Price of silver ranged
from 5s. 44. to 5s. 84. per ounce before the recoinage in 1774 :
and the second Report of the Lords’ Committee of Secrecy, in
1797, says—* But as the Mint Price of silver bullion has been,
during the whole of the present century, considerably less than
the Market Price of this precious metal, tke silver bullion im-
ported could not be converted into Coin, but, having left a quan-
tity sufficient for the use of our manufacturers, must have been
again exported, and did not contribute in the smallest degree to
augment the Coin of this kingdom.’

It is from this principle that a Paper Currency is invariably
found to expel a metallic currency of the same denomination
from circulation. And to show the generality of the principle,
it was found in America that when a depreciated Paper Cur-
rency had driven all the Coin out of circulation, and a still more
depreciated Paper Currency was issued, the more depreciated
paper drove out the less depreciated paper from circulation.

What is a Pouna?

12. Sir Robert Peel once asked the question-—What is a
Pound ?—and he found many who could give him no answer.
We have now to explain how a certain weight of Gold bullion
has come to be called a Pounad.

The original Measure of Value in all the countries of West-
ern Europe, France, England, Scotland, Italy, Spain, was the
Pound weight of Silver Bullion. No coin of this actual weight
was ever struck : but the Pound weight was divided into 240
coins called Pence, Denarii ; twelve of these pence were called
a Shilling, or So/idus, and therefore zo shillings a .rolm'z, actually
weighed a Pound of Silver Bullion.

Now let us denote the Pound Weight of metal, in the form
of Bullion, by the symbol— : and the Pound weight of metal,
in the form of Coin, by the symbol-—/ ; then we have—

240 pence = 20 shillings = Lr=1b
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Now if the Pound weight of metal were divided into more
than 240 pieces, it is clear that that greater number of pieces
would still be equal to the Pound weight : and if we denoted
240 pieces by the symbol [/, irrespective of their weight, we
should have the 1 b = £1 + the number of pieces above 240.

Now this is what has been done in the Coinage of all the
countries abeve-mentioned. The sovereigns of these various
countries were frequently in want of money to pursue their
various extravagances. As they could not increase the quantity
of the metal, they adopted the fraudulent plan of surreptitiously
cutting the Pound weight of bullion into a greater number of
pieces. But they still called them by the same name. By this
means they gained an illusory augmentation of wealth, As
they could not increase the quanti'y of the metal, they at various
periods falsified the certificate. While they still called the
Coins by the same name. Thus the quantity of bullion in each
penny was diminished.

The consequence of this was manifest. As 240 pence were
still called 2 Pound in money, or £, whatever their weight was :
and as more than 240 pence were coined out of the Pound
weight of bullion, or b, the £, or Pound of metal in Coin, began
to vary from the i, or Pound of metal in Bullion. Edward I.
began this bad practice in 1300, and coined 243 pence out of
the Pound weight of metal: in 1344 Edward III. coined 266
pence out of the Pound of metal : in 1412 Henry V. coined the
Pound into 360 pence: and so it gradually crept up until
Elizabeth, in 1601, coined the Pound weight into 744 pence.

Then we have manifestly—

744 pence = 62 shillings = £32s5. = 1.

As there are 12 ounces in one Pound weight of bullion, it is
evident that each ounce was coined into 62 pence: and as the
value of bullion is measured by the ounce, the Mint Price of
silver was said to be §s. 24. the ounce.

In Scotland this Depreciation of the Coinage began about
the same period as in England, but it proceeded to much greater
lengths. In 1306 Robert Bruce coined the Pound weight into
252 pence: in 1451 James II. coined the Pound weight into
768 pence, or £3 4s. : and this depreciation was increased until

L T
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at last, in 1738, the Pound weight was coined into 8,928 pence,
or £37 45.: and thus the Pound Scots became equal to twenty
pence.

In France and Italy the depreciation proceeded twice as far
as in Scotland : the French Livre and the Italian Lira became
at last only equal to 104. The French livre, which is now called
a franc, has been adopted as the basis of the decimal system
of coinage : and the original so/idus has now dwindled to the
sox, or halfpenny.

13. Henry III. endeavoured to introduce a Gold coinage,
but it failed. In 1344, however, Edward III reintroduced it,
and since then Gold has been permanently coined in England.
But the Gold coins were always ordered te circulate at a fixed
ratio with respect to silver : and as the ratio fixed by the Mint
seldom agreed with the ratio of gold and silver in the open
market of the world, the gold coinage constantly disappeared in
accordance with Gresham’s hitherto undiscovered Law. In the
reign of Charles 11, the African company brought home a large
quantity of gold from the Guinea coast. . He coined this gold
into pieces which he called Guineas, which were intended to be
of the value of 20s. in silver, so as to represent the Pound. But
the Mint rating did not correspond with the market Value. of
gold and silver, and the silver coinage became exceedingly
debased, so that guineas rose to 28s. and 30s., and rapidly dis-
appeared. This was to a certain extent rectified by the great
recoinage of the silver money in 1697 : but still a considerable
error prevailed. In 1717 Newton, Master of the Mint, reported
to Parliament that the true Value of the Guinea was 20s. 84. in
silver. Nevertheless, Guineas were declared to be current at
21s.: and then, in the language of the Mipt, Gold was fixed at
43 17s. 104d. per ounce.

Gold and silver coin were then declared to be legal tender
for debts to any amount. But as gold was overrated by 44. in
the £, and silver was underrated by the same amount, mer-
chants in the course of the last century universally adopted the
plan of paying their debts in gold in preference to silver, as
being the cheaper medium. And,in accordance with Gresham’s
Law, the silver coins were exported, as being below their true
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value in this country. Gold thus became the recognised mea-
sure of value in England, though the exchanges were reckoned
in silver : and for exactly the opposite reason, silver became the
recognised measure of value in France.

At the great recoinage in 1816 this custom was adopted as
Law: and gold was declared to be the only legal measure of
value and legal tender to an unlimited amount : and the Sove-
reign was struck to represent the value of 20s. in silver, or
the £.

14. Ever since the time of Charles II. the coinage of gold
has been free to the public : but by the Act relating to the coin-
age in 1816, the coinage of silver and bronze is retained in the
hands of the Government. In order to obviate the effect of
Gresham’s Law, the value of silver is artificially raised. Since
1816 the pound weight of silver has been coined into 66 shil-
lings: but four of these are retained for the expenses of coinage :
and the 62 lighter shillings are declared to be of the same value
as the previous heavier ones. Thus 20 of them are declared to
be equal in value to the sovereign: and thus their value is
artificially raised about 6 per cent. But to prevent injustice
being done, they are not legal tender for any sum above 40s., it
having been intended to have made the double sovereign the
monetary unit.

The Bronze coins are only worth about one-fourth of their
nominal value : pence and halfpence are only legal tender for
the value of one shilling : and farthings to the value of six-
pence.

T2
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CHAPTER IV
THE.THEORY OF CREDIT

Preliminary Observations

1. HAVING in the preceding chapter explained the Theory of
the Coinage, we next come, in the natural order of the subject, to
the Theory of Credit. Credit is supplementary and auxiliary to
money. It effects exchanges and affects prices exactly in the
same way as so much money : and consequently it is impos-
sible to understand the Theory of Prices without a thorough
comprehension of the Theory and mechanism of the great
system of Credit. What Steam is in Mechanics, what the Dif-
ferential Calculus is in Mathematics, that is Credit in Com-
merce.

¢ Credit,’ says Daniel Webster, “is the wvital air of modern
commerce. It has done more a thousand times to enrich
nations than all the mines of -all the world . . . . Credit is to
Money what Money is to artidles of merchandise.’

So also an able French writer, Gustave du Puynode says—
¢ However fruitful have been the mines of Mexico and Peru, in
which for a long time after Columbus seemed buried the fortune
of the world, there is yet a discovery more precious for hu-
manity, and which has already produced more wealth than that
of America—that is the discovery of Creait : a world altogether
imaginary : but vast as space : as inexhaustible as the resources
of the mind.” These descriptions are undoubtedly true. But if
Credit in modern times, when rightly used, has produced these
wonderful effects, there is unfortunately a reverse to the medal :
and Credit when misused has produced catastrophes of cor-
responding magnitude. False Theories of Credit and the abuse
of Credit have produced monetary cataclysms which have
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shaken nations to their foundations, and whose direful effects
have only been equalled by those of the volcano and the earth-
quake. It is, therefore, of the deepest national impertance to
investigate and establish the true Theory of Credit.

The whole principles of Credit, upon which the modern
system of Credit and Banking rest, were developed by a long
series of ilustrious Roman Lawyers ; and their doctrines were
declared to be Law by the Legislation of Justinian, and were
adopted and confirmed by the Reformed Code called the
Basilica in the 10th century : and they have been the Mercan-
tile Law of Eurepe for 1,300 years. But, though- they are ex-
plained at length in all the great Continental Jurists, from that
unfortunate aversion which the Common Lawyers of England
for so long entertained against Roman Law, they were com-
paratively unknown in this country, though adopted by the
Court of Chancery.

The Romans abandoned Britain in the early part of the fifth
century : and the Commen Law of England on the subject of
Credit, was exactly as it stands in Gaius, which was the text-
book of Roman Law throughout the Empire at that period.
But by the Supreme Court of Judicature Act the rules of the
Common Law were superseded on November 1, 1875, by the
Rules of Equity, which are simply the Law of the Pandects and
the Basilica.

In this chapter we shall give an exposition of the complete
Theory of Credit, as developed in the Pandects, and Basilica,
and by all the Continental Civilians, which was long adopted
in Mercantile practice, and has at length become the Law of
England.

The investigation of this subject, moreover, opens up another
most interesting branch of inquiry. For a century and a half
Mathematicians have been in the habit of giving Debts as an
example of Negative Quantities. But very few have given
any explanation of what they mean by calling a Debt a ¢ Negative
Quantity :’ and those who have attempted it, from a want of
knowledge of the principles of Mercantile Law and the facts of
commerce, have entirely failed in giving an explanation which
can be received as suitable for Economic Science.

It is well known that, though mathematicians have been in
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the habit of using the Algebraical Signs for several hundred
years, it is only within the present century that the Theory of
these signs has been completely worked out. We must there-
fore explain the Theory of Algebraical signs, and the general
principles of their use in Mathematics and Natural Philosophy,
and then give an exposition of the facts of commerce, and
discover what interpretation of the signs is suitable for the
circumstances of Economics.

The Roman Lawyers, as we have said, brought the Theory
of Credit to perfection in the beginning of the sixth century.
These doctrines are of course expressed in words. But we
shall find that Jurists workjng separately; Algebraists working
separately : and the practice of Mercantile men acting sepa-
rately and independently; are all in perfect harmony with each
other. And when we fuse these three together—an exposition
of the facts of Commerce—an exposition of the Law of Credit—
and show the application of the Theory of Algebraical Signs to
these facts and juridical principles, we shall find a most beau-
tiful example of the use of these signs strictly in accordance
with their use in Natural Philosophy: and we shall see how
rigorously Economics is a Physical Science. We shall be able
to remove an obscurity in the Theory of Credit which has
puzzled Divines and Jurists for centuries, and we shall be able
for the first time to bring Economic Theory to the level of
Mercantile practice.

On the Furidical Theory of Credit as developed by the Roman
Lawyers

2. If it were asked how that wonderful people, the Romans,
commencing with a ‘petty village, gradually extended their em-
pire over so large a portion of the world, it would probably be
said that it was due to their hardihood and discipline. But
probably a cause which has been entirely overlooked contri-
buted in no slight degree to the result. It was their wonderful
and methodical habits of business.

When the practice of writing became common, it was estab-
lished as a custom or law that every Dominus, or head of a
house, should keep a family ledger, as strict and exact as those
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of a modern banker. In this he was obliged to enter all his
receipts and disbursements: all sums of money borrowed and
lent: all trade profits and losses : and these family ledgers were
the only legal evidences of debt among Roman citizens received
in Courts of Justice. And itis from these family ledgers that
the whole of the modern system of bookkeeping and Credit has
been developed.

It seems that every occurrence was first noted down in
adversaria, or note books: and at the end of every month
formally recorded in the family ledger, called the ZTabulz or
Codex, which was intended to be preserved as an heirloom in
the family. Every five years the Dominus was obliged to
swear to their truth before the Censors, and they were regarded
almost with a species of sanctity.

It was by the evidence of loans and contracts recorded in
these family ledgers that the Odligatio litteris, or written con-
tract, was created.

The entry of the person’s name in the Codex or Tabule was
termed Nomen. Hence Momen became the usual word for a
Debt. Nomina sua exigere is to get in one’s Debts: nomi
locare is to borrow money : nomen facere, to lend money. "<

The entries in the Codex were called arcaria nomina, be-
cause the money was weighed out of the arca, or chest.

When the parties agreed that an entry of money lent and
borrowed should be made, the lender made an entry of money
weighed out and given (pecunia expensa lata): and the bor-
rower made an entry of money received (pecunia accepta relata) :
and thus was constituted the Obligatio litteris, or written Con-
tract. .

Hence arose the technical legal terms expensum ferre, to
lend money : acceptum referre, to borrow money: pecunia
accepta relata, money borrowed: and the ledger was called
Codex accepti et expensi: and nomen jfacere was to create this
kind of Obligation.

Debts might be transferred by the consent of the Creditor,
the Debtor, and the Transferee: when the new Debtor was
substituted for the former one it was called Nomen transcrip-
Htium : and the Contract was termed a MNovatio: because the
old contract was extinguished by the new one.
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If a person had contracted an Obligation by the loan of
money, it was called Obligatio r¢: a duty aristhg from the
advance of the thing. But if the parties agreed, a contract by
entry in the Codex might be substituted ; and then it was called
a re in personam transcriplio, a transfer from the thing to
the person. When the Debt was transferred from one person
to another, it was said a persond in personam transcriptio fit.

When payment of the Debt was made, the same formalities
were gone through. The Debtor brought the money, and
having delivered it, asked the question—¢ Have you received
what I promised to you?’ the Creditor answered—*‘1 have :’
and entered it as received : this was termed Acceptilatio.

If the Creditor wished to release the Debtor from the Debt,
the form of Acceptilatio was used : because when the formality
had been once gone through, it was absolutely binding, and a
final close of the transaction: and could not be questioned.
Hence it was equally a so/utio of the Obligation, whether the
money was really paid or not.

The other methods of solution were Novatio and Compen-
satio, which are explained in a subsequent section.

On the Roman Bankers

3. The Romans seem, as far as we are aware, to have been the
inventors of the business in modern language termed ¢ Banking.’

From an early period there were shops built by the State
round the forum, but leased out to private persons, for the con-
venience of exchanging the money of strangers for Roman
money. Their shops were called Zaberne, Mense, and Argen-
tarie, and they themselves were called Argentarii. For chang-
ing money they charged a commission named Collybus.

On this species of business they subsequently ingrafted
others.

They received money from private persons in deposit. In
this case they acquired no Property in the money: but they
held it subject to the directions of the depositor. The banker
paid no interest on this deposit, because he was not allowed to
trade with it: and it was called vacua pecunia. When the de-
positor wished him to make a payment for him, he either gave
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him personal directions to whom it was to be paid, or he gave
the payee a cheque.

Ta this they added the business which is technically termed
¢ Banking :’ they received money as a personal loan, and paid
interest for it : this money therefore necessarily became their
property: and they had the right of tradmg with it as they
pleased: as modern bankers do.

Hence the person who paid money in this way into his
banket’s acquired a mere Right of action, or Credit, in his books.
To give a customer Credit was termed scribere. Thus Leonida
says in the Asinaria of Plautus—

¢ Abducit domum ultro et scribit nummos.’

¢ Of kis own accord ke takes him home and gives him a Credit

Jor the money.

Perscribere or rescribere was to give a cheque on one’s
account, or to transfer a Credit from one account to another.

As Demipho says, in the Phormio of Terence—

¢Sed transi sodes ad forum, atque illud mihi argentum rur-
sum jube rescribi, Phormio.’

PHORM. ‘Quodne ego perscripsi porro, illis quibus debui.’

¢ But Phormio, pray go over to the forum and order that
money to be put to my account.

PHORM. ¢ What! that for which I have already given
Chegues to my Creditors?’

So Cicero says—* Qui de cccc. Hs. cc. presentia solverimus,
reliqua rescribamus.’

¢ Of the remaining 400 sestertia I }zaw paid 200 in cask, and
1 shall send a Cheque for the rest.

So Horace—* Quod tu nunquam rescribere possis.’

¢ Whick you can never repay.

Acceptum ferre was to credit a customer with money re-
ceived : expensum ferre to debit him with money paid.

So Plautus says, in the Mostellaria—* Ratio accepti et ex-
pensi inter nos convenit.’

¢ The accounts between us balance.

The Cheque which the customer gave was called atfributio
or prescriptio : we have no information as to whether the payee
could transfer this cheque to any one else, or whether it was only
payable to himself.
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4. [tisto these Roman bankers that the invention of Bills of
Exchange is due. As the Romans extended their conquests
they established correspondents in foreign cities ; and when a
Roman wanted to travel they gave him Bills on their corre-
spondents. This system was well established in the time of
Cicero: he writes to Caninius Salustius—

¢ Se ait curasse ut cum quzestu populi pecunia permutaretur.’

¢ He says that ke has taken care that a B should be sent for
the money along with the people's share.

Permutare was to give a Bill of Exchange.

So when his son was going to Athens, which was the Univer-
sity of the Roman world, he writes to Atticus—

¢ Sed quaro, quod opus illi sit Athenis, permutarine possit,
an ipsi ferendum est.’

¢ But I wish to know whether he can take a BN for the money
ke will want at Athens, or whether ke must take the money itself
with him 2’

So also—*¢ Quare velim cures ut permutetur Athenis quod
sit in annuum sumptum.’

¢ Wherefore I wish you to take care that ke has a Bill on
Athens for kis yearly expenses’

So again—‘ Ut vereor ne illud quod te permutavi versurid
mihi solvendum est.’

¢ So that I fear I must borrow money to pay the B you
cashed for me.

In classical Latin germutare is the only word that we are
aware of for drawing Bills of Exchange. But about the end of
the first century, a provincial Latin word, cambio (-ire or -iare),
which appears as campsare in Ennius, to exchange, began to be
used by Columella and Siculus Flaccus : it gradually came into
common use, and was used by Amuleius, Charisius, and
Priscian. In the middle ages it completely superseded permu-
fare in its meaning of exchanging money and bills. The words
Cambitor, Cambiator, and Campsor gradually superseded Ar-
. gentarius, Mensarius, and Nummularius : hence our word
Cambist : Bills of Exchange in the middle ages were called
Lettere Cambitorie ; and when Bancherius came into use, they
were called L:ittere Bancales, bankers’ drafts.
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O7n Transferable Documents o/ Debt

8. The entries in the family ledgers were the only legal evi-
dences of Debt among Roman citizens. Gaius expressly says
that written documents of debt were only used by foreigners.

The Romans began to a certain extent to be familiar with
transferable documents of debt ; because they were used to give
Cheques on their bankers : but of course these were mere
orders and not Obligations : and we are not aware how far
such documents were admissible in Courts of Law.

When Gaius says that the Romans did not use written
Obligations, he most probably means that they were not recog-
nised as legal documents available as evidence in a Court of
Law : for there is abundant evidence that written Obligations
were in common use.

The Greeks invented the plan of recording Obligations on
a written form. Thus yeipdypaporv, Cheirographum, or Note of
hand, was a simple acknowledgment of a Debt subscribed by
the Debtor alone, and given as a security to the Creditor : hence
Cheirographarius Creditor was a Creditor who had a written
security for his Debt : and this term is used in French jurispru-
dence. Svyypagn, Syngrapha was a Bond subscribed in dupli-
cate by both parties, and of which each had a copy. These words
frequently occur in Cicero’s letters. Thus he says :—

¢ Quando vestra cautiones infirmza sunt, Graeculam tibi misi
cautionem cheirographi mei.’

¢ Stnce your securities are not valid, I have sent you as a
Security my Promissory Note in the Greek form.

The difference between a Cautio and a Cheirographum seems
at first to have been that the Caxtio was a simple acknowledg-
ment of the Debt; whilst a Cheirographum was an actual
Obligation : and by itself formed a Contract, equivalent to the
Roman Stépulatio.

In the times of the early Emperors the family ledgers had
begun to fall into disuse : and by the time of Justinian, had
been entirely entirely discontinued, except in the case of
bankers. And as the family ledger fell into disuse the Cautiones
acquired greater force; and at last became legal documents
upon which an action might be founded.

.
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Thus the Title of Nomina transcriptitia, or Transferable
Debts, came to be exclusively applied to the Cautiones, Cheiro-
grapha, and Syngraphe: and thus we have the complete
modern system of Bills of Exchange and Promissory Notes.
And all the fundamental principles which govern these instru-
ments are contained at length in the Pandects.
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Section I
ON THE NATURE OF CREDIT

Personal Qualities a7¢ Wealth

1. We have seen that in ancient times the author of the
Eryxias proved that Personal Qualities are to be included
under the term Wealth, xprjuara, mAovros.

In modern times Smith and all Economists of note since his
time, Say, Senior, Mill, and others, include Human Abilities,
Energy, Skill, and Character under the term Wealth, because
men can make a Profit by their use. They may be summed up
under the title of Moral or Personal Capital.

Personal Qualities may be used as Capital, or so as to
produce a Profit, in two distinct ways—

1. By their direct exercise as Labour : which we shall con-
sider in a future chapter.

2. They may be used as Purchasing Power : to purchase
Goods or Labour, by giving a Promise to pay at a future time,
instead of actual money, in exchange for them. ®Personal
Character, used in this way as Purchasing Power, is in popu-
lar language termed Credit.

Personal Credit has been recognised as Personal Property
or Wealth by most eminent writers.

Thus Demosthenes says—

¢ 3oty "Ayaboiv §vrow whovTov T€ kal Tob wpds dmavras mioTele-
alai, peildv éori T0 Tijs wioTews Dmdpyov fuiv.

¢ There being two kinds of Property, Money and General
Credit, our greatest Property is Credit.

So also—el 8¢ Tobro dyvoeis 81t MloTis’Adoppd TdY macedv
éori peylom mpds xprparigpdy, wav &v dyvoroeas.’

‘If you were ignorant of this, that Creait is the greatest
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Capital of all towards the acquisition of Wealth, you would be
utterly ignorant. .

Thus Demosthenes expressly classes Personal Credait under
the terms dyada, Goods; vmdpyov, Property: and d¢oppus,
Capital.

So Melon says—*To the calculation of Values in Money
there must be added the current credit of the merchant, and
his possible Creatt.’

So Dutot says—* Since there has been regular commerce
among men, those who have need of Money have made Bills,
or Promises to pay money. The first use of Credit therefore is
to represent Money by Paper. The usage is very old: the first
want of it gave rise to it. It multiplies specie considerably : it
supplies it when it is wanting : and which would never be suffi-
cient without the Creait : because there is not sufficient Gold
and Silver to circulate all the products of nature and art. So
there is in commerce a much larger amount in Bills than there
is specie in the possession of the merchants.

¢A well-managed Credit amounts to tenfold the funds of a
merchant : and he gains as much by this Credit as if he had ten
times as much Money. This maxim is generally received among
all merchants. i

‘credit is therefore the greatest Wealth to every one who
carries on commeree.’

So Smith says—¢ Trade can be extended as Stock increases :
and the credit of a frugal and thriving man increases much
faster than his stock. His trade is extended in proportion to
the amount of Both [i.e. his Stock and his Creait] and the sum
or amount of his Profits, is in proportion to the extent of his
trade : and his annual accumulation in proportion to his Profits.’

So Junius says—‘ Private Credit is Wealth.’

So Franklin says— Credit is Money.’

So Mill says—¢ Everything forms therefore a part of Wealth
which has a Power of Purchasing.’

He also says—‘For creait, though it is not productive
power, is Purchasing Power.’

Also—¢ The amount of Purchasing Power which a person
can exercise is composed of all the Money in his possession, or
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due to him (i.e, the Bank Notes, Bills, and Notes he has), ana
of all his Creatt.’

Also—* Credtt, in short, has exactly the same Purchasing
Power with Money.’

And also numerous other passages to the same effect.

Hence, if Mill expressly defines Wealth to be Everything
which has Purchasing Power—

And if he says that Credit is Purchasing Power—

Then the necessary inference is that Credit is Wealth.

That is a syllogism from which there is no escape.

2. Hence it is seen by the direct statements of all these
writers, and innumerable others might be cited if necessary, that
Mercantile Character is Purchasing Power, and is Personal
Capttal : because it is used as well as Money to purchase
Goods and Labour with. And if a man can purchase Goods,
Labour, or Money with his Personal Credtt, then his credit
has a Walue whkick is measured in money, as well as that of any
material chattel.

Hence Mercantile Character is Wealth, Valuable Property,
and may be used as Capital as well as any material chattels.

Also a merchant’s character, or Credit, may be damaged and
injured by false reports, just as his material chattels may be
damaged and injured by material violence. To damage a Mer-
chant’s Credit is to injure and destroy his Purchasing Power,
and is consequently as much loss and injury to him as the loss
of so much actual money. And he has an action against any
one who injures his Mercantile Character, equally as he has
against any one who injures his material chattels.

So distinctly is Character recognised as Property in Roman
Law, that it is classed under the Jura in rem: and an attack
on it is an Injuria, or the infringement of a legal right.

Hence it must be carefully observed that Mercantile Cha-
racter Or Credit is National Wealth.

On the Oreation 9f Obligations

3. Mercantile Character or Credit is now universally ad-
mitted to be Purchasing Power or Wealth. But as Value, or
Demand, does not enter into Economics unless a person mani-
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fests his Walue or Demand for something by giving something
to obtain possession of it: and when he does give something
that Something is termed the Value or the Demand for the other
Quantity : so Mercantile Character, or Credit, does not enter
into Economics until the merchant actually exercnses his Credit
by making a purchase with it.

Now, when a merchant makes a purchase with his Oreats, it
is not a ‘loan’ of Capital, as is so often erroneously asserted : it
is an absolute 8ale ; just as much as if the purchase had been
effected with money. The Property in the goods is ceded to
the merchant as fully and effectually as if he had paid for them
in money.

But at the very instant that the Property in the goods passes
to the merchant, a Contract, Nexum, or Obligation is created
between the two parties, the Buyer and the Seller of the goods,
which consists of two parts.

1. The Right to demand payment in the Person of the
Seller.

2. The Duty to pay, in the Person of the Buyer.

These two Quantities constitute the Contract or Obligation,
which is the Bond of Law between these two persons.

In this Contract, or Obligation, it is the Creditor’s Right to
Demand payment at the given time, which in Law, Commerce,
and Economics is termed the Creait.

Thus Ortolan says—¢ Under the first point of view a Personal
Right is termed by us a Debt (créance): among. the Romans
Nomen, less generally Creditum.’

Now this Right of action, or Creatt, is Property : it may be
bought and sold, or exchanged, like any material chattel:
and thus we see the force of Roman Law— Under the term
Wealth . . . . Rights are included’

Hence it is seen that a Credit is the Name of a certain species
of Incorporeal Property : it is always a Right of action against
a Person to pay or do something : a Credit in bank is a Right
of action against the bank for a sum of money : a letter of Credit
is a letter giving the bearer the Right to demand a sum of
money.

When these Rights of action merely exist in the person of
the Creditor, and are not embodied in any material, they are
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termed Werbal Credits: when they are recorded on Paper in
the form of Bank Notes, Cheques, Bills, &c., they are termed
Paper Credit: when they are recorded in traders’ or bankers’
books, they are termed Book Credits, or Book Debts.

It may be observed that the word Obligation is often used
to mean only the Debtor’s Duty fo pay: but Von Savigny has
clearly pointed out this error : the Obligation is the Bomna be-
tween the two parties: and includes the Right as well as the
Duty : it is, in fact, synonymous with ConZract.

It is sometimes supposed that the subject of Credit and
Banking is peculiarly mysterious and difficult of comprehension.
But in reality the whole difficulty consists in grasping the
conception that a Credit is an Economic Quantity, and a spe-
cies of Property, Merchandise, or Goods, or a Commodity,
exactly similar to a bale of cotton, a quarter of corn, or a ton of
coals, a horse, or a table,ard may be bought and sold precisely
like any other goods. And not only may a Credit be exchanged
against goods, but also one Credit may be exchanged against
another Credit: just as one piece of goods may be exchanged
against another piece of goods. And every person can make a
catalogue of his Rights precisely as he can make a catalogue of
his other goods and chattels.

It is also to be observed that Mercantile Character, or
Credit, is Purchasing Power over and above Money: and that
all the Credits or Rights of action put into circulation beyond
Money are a mass of Circulating Medium, or Currency, over
and above and additional to Money.

Thus Byles, J., says—¢This species of Property is now in
aggregate Value inferior only to the land, or funded debt of the
kingdom.” This sentence was originally written fifty years ago;
and it may be safely asserted that the mass of Credit in circu-
lation at the present time several times exceeds the funded
debt of the country.

Division of Opinion among Furists on the Case of the Debtor
in an Obligation

4. When an Obligation has been created between two
persons by the sale of goods as described above, the case of the

Creditor is clear: he has in exchange for his goods received a
L U
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Right of action: this is his Property: which he can sell or
exchange for other goods like money; or he can sell it for
money.

But a strong division of opinion exists among Jurists as to
the case of the Debtor in the Obligation. When he has bought
the goods and given his Promise to pay three months hence for
them, is he in Debt at the present time? The great Roman
Lawyers unanimously say that he is in Debt, but that the
Remedy is deferred. The maxim of Roman Law is Debitsusme
in presenti solvendum in futuro. And some great English
lawyers seem to adopt this view.

But English Law appears to take a different view. If an
action be brought for the payment before the Credit has ex-
pired, it is a maxim of English Law that Credi? unexpired may
be pleaded under the General Issue: that is, the defendant may
reply that he is not in Debt at all.

So Mr. Pitt Taylor says—¢In addition to these examples,
it may be observed that whenever the Defendant can show that
in fact no Debt ever existed before action brought, he may do so
under the plea of never indebted. Thus, for instance, if the
action be for goods sold and delivered, he may defend himself
under this plea by proving that they were sold on Credit whick
was unexpired when the action was commenced.

And it appears to us that this is the correct view. When
a merchant agrees to take a three months’ Bill in exchange for
goods, and receives it, he is Paia for the goods: he has re-
ceived what he agreed to take: it is the common mercantile
expression that the goods have been Paia for by a Bill. Con-
sequently there is no Debt, or Duty to pay money, till the Bill
has matured.

An exactly similar case isin taking a house for three months:
there is no Debt on the part of the tenant till the end of the
three months.

But whatever may be the theoretical view, the practical
effect is exactly the same. The goods have become the actual
property of the buyer, and his Du?y fo pay three months hence
is no diminution of his present property. He has the absolute
disposal of it in the meanwhile : and the Creditor has no Right
to any portion of it; or to prevent him dealing with it in any
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way he pleases, Consequently, there are both the Right of
action, and the goods, or the money, circulating in commerce
at the same time.

The consequence of this is that the Debtor's Duty fo pay
has no effect in Economics: it is absolutely latent: and may
be treated as non-existent, and may be entirely neglected. It
is not an Economic Quantity at all: as no one would buy it.
Many persons would buy a Right of action, but no one would
ever buy a Duty to pay : henceit does not enter into the Science
of Exchanges at all: it is nothing but a memorandum that the
Debtor has to make a future Exchange at a given time.

On the Three Ambiguities 772 /¢ Theory of Credit

5. We must now notice Three Ambiguities in the Theory of
Credit, which have been the cause of much error, and against
which it is necessary to warn the student.

First Ambiguity.—A Debt is not Money owed by the
Debtor, but the Personal Duty /0 Pay Money.

When an Obligation is created by the transfer of the
Property in Goods, or Money, the Right to demand payment
is the Credit, and the Duty to Pay money is the Debt.

This is the first Ambiguity which the student must beware
of. It is very often supposed that a Debt is Money in the
possession of the Debtor which is pledged to the Creditor, and
to which he has a Right.

This, however, is a very great error, and has misled many
persons, as we shall see hereafter.

This very common error is expressly provided against in
Roman Law. Itis said in the Digest—

¢ Obligationum substantia non in eo consistit ut aliquod
corpus nostrum faciat : sed ut altum nobis adstringit ad dandum
aliquid.’

¢ The essence of an Obligation does not consist in this, thal it
makes any specific @oods our Property: but that it binds some
Person 0 give us something.

This error has been fully explained by all eminent Jurists,
and it is so widespread and so important, that it is of the utmost

U2
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consequence to eradicate it: and we shall give some extracts
from Jurists to fix it more clearly on the student’s attention.

Pothier says—*The Right which the Obligation gives the
Creditor of proceeding to obtain the payment of the thing
which the Debtor is obliged to give him is Not a Rég/# in the
thing itself (yus n #£) : it is only a Right against the Person of
the Debtor for the purpose of compelling him to give it (jus ad
rem). The thing which the Debtor is obliged to give continues
to belong to him, and the Creditor cannot become proprietor of
it except by the delivery, real or fictitious, which is made to
him by the Debtor in the performance of his Obligation.

¢And till this delivery is made the Creditor has nothing
more than a Right of demanding the thing, and he has only
that Right against the Persom of the Debtor, who has con-
tracted the Obligation.

‘Hence it follows that if my Debtor, after contracting an
Obligation to give a thing to me, transfers it upon a particular
title to a third person, whether by sale or donation, I cannot
demand it from the party who has so acquired it, but only from
my Debtor. The reason is, as the Obligation does not, accord-
ing to our principle, give the Creditor any Right in the thing
which is due to him, I have not any Right in the thing which
was due to me that I can pursue against the person in whose
hands it may be found.

So Austin says—* If you owe me money determined in point
of quantity, I have also a Right to the acquisition of a thing,
but strictly and properly speaking, I have not a Right to a
thing. 1 have a Right of compelling yox to deliver or pay me
moneys which are not determined in specze : and as yet are not
mine, though they will be determined 27 specie, and will become
mine by the act of delivery or payment.

¢In this case the nature of the Right is obvious. For as
there is no determinate thing upon which it can possibly attach,
it cannot be a Right to a thing.’

So Mr. Williams says—* Every person who borrows money
on mortgage or not incurs a Debt or Personal Obligation to
repay it out of whatever means he may possess.’

The distinction is perfectly plain, and of the greatest im-
portance in Economics : for if the Creditor had the Right to



CH. IV. Double Meaning of Debt 293

any specific money in the Debtor’s possession, that would be a
diminution of the Debtor’s Property: he would have no Right
to sell or part with it: and there would in fact be only one
Economic Quantity in existence, i.e. the quantity of money.
But, as a matter of fact, the whole of the money remains the
Debtor’s Property, which he can sell or exchange as he pleases:
and also there is the Property, or Right, in the person of the
Creditor, which he also can sell or exchange as he pleases : and
which may be sold or exchanged any number of times, till it is
paid off and extinguished. Hence in this case there are two
Economic Quantities in existence, which may each circulate in
commerce at the same time.

If the Creditor’s Right were the Right to a specific sum of
money in the debtor’s possession, it would follow that a person
could never be insolvent: because if he had no money, his
Creditor could have no Right : but unfortunately this is very far
from being the case. In too many instances persons are
insolvent ; i.e. they have the Duty f0 pay money, and have no
money to pay it with : but the Creditor’s Rigkt to demand exists,
no matter whether the Debtor can pay it or not.

If the Creditor’s Right was the Right to a specific sum of
money, it would follow that the Quantity of Credit in circulation
could not exceed the Quantity of Money : but thisis contrary to
fact : because the Quantity of Credit in existence is not much
less than fifty-fold the Quantity of Money.

Second Ambiguity— 7/%¢ word Debt means both the Credi-
107’s Right of action as well as the Debtor’'s Duty to pay.

6. The word Debt would seem in strictness to mean the
Debtor’'s Duty to pay, but it has long been used to mean the
Creditor’s Right of action as well : and thus it came to be
used synonymously with Creatt.

We are not aware that the word Debitum was ever used in
classical Latin to mean the Creditor’s Right of action: in
juristic Latin it was used synonymously with Obligation ; and
would therefore include the Right as well as the Duty : but it
had already acquired the special meaning of the Right of action
in the 12th century.



204 Elesents of Econonvics & 2

Thes is the instouctions issued by Richand L in 19¢ far 2
judicial viditation en fimancial matters, it is said —

‘Ommia Dettts ¢t vadia Judrerum inkecvieaten, torce,
domus, reditus, et posscssiones.’

‘Ytem quilibet Judrxus juabit super sotulum summ qued
omnia Debten sua, et vadia, et seditus, ¢t emues ses, et possessi-
ones suas inbreviasi faciat’

¢ Lot all Gic Bovts (Rights of action)) and fladges of the Yems
be scheduled, thely lands, honses, renis, and fossessions’

“ Also let every Fow snvar that ke will suale & Srue schailule
o/’dlwm(tkﬂlo/mmm-ldﬂ
Property and possessions.

The word Bebltate was also used in the same sease in many
medizxval chasters. !

Thus the words Detitum and Bettsate had already ac-
quired the meaning of the Right of action as well as the Dty fo
Pay ; and if these words were used in this sense in public docs-
ments, it is clear that that must have been their well-understood

meaning. .

And this is the meaning which the word Bete has long
scquired in English Law : it means 2 Right of action, 2 Cintm,
or Demand.

Thus the Act 46 Geo. 111 (1806), c. 125, 5. 3, enacts that € one
Dot or Demand may be set off against another.”

So Mr, Williams says— Within the class of cheses-in-action
was comprised a2 Right of growing importance, namely, that of
suing for money due : which Baghs is all that is called 2 Bene’

‘¢ We have seen that a Bedt was anciently considered asa
mere Right to bring an action against the Debtor.’

‘When 2 Debt or Demaad is equitable only.’

‘ Debts being formerly considered as mere Rights efaction.’

Thus in the Statute of Acton Burnell, 11 Edward L. (1283)
commonly called the Statute of Merchants, it is said—

¢ Par ceo ge marchauntz qi avaunt ces houres unt preste lur
aver a diverse genz, sunt cheuz en poverte, pur ceo ge il ni aveit
pas si reddelcypurvewe,parhquelexlpoemtlur Dettes
hastivement recoverir.’

‘LeRoiparluyparsunconseﬂadordmeuubh,qe
marchaunt gi veut estre seur de sa Dette. .
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‘E si le Meire ne troesse achatur face par renable pris
liverer les moebles al Creanzur, desqe a la summe de la Dette
en allowance de sa Dette.” . . . .

By which it appears that the word Debt had already ac-
quired in legislation the meaning of the Creditor's Right of
action, a meaning which it has ever since retained, both in Law
and general usage.

So it is said in Les Termes de la Ley, first published in 1567.

¢ Dett est un brief que gist lors ascun summe d’argent est due
a un per reason d’accompt, bargain, contract, obligation, ou
auter especialty a este pay a certain jour, le quel n’est pay
donques il averent cest brief.’

So Ashe says—‘Quel Det, Duty, Chose-in-action, ou
Droit.’

So, as may be seen in any daily paper, the executors of
deceased persons advertise for any persons who have ‘Debts,
Claims, or Demands’ against the ‘estate to give in a statement
of them.

Sometimes the word Debt is used in the same Act of Par-
liament in both senses of the Creditor’s Righkt of action and the
Debtor’s Duty to pay.

Thus in the Supreme Court of Judicature, Act 36 & 37 Vict.
(1873), c. 66, s. 25 § 6, it is said—* Any absolute assignment by
writing under the hand of the assignor of any Debt, or other
legal Chose-in-action . . . . to receive or claim such Debt or
Chose-in-action . . . . the legal Right to such Debt or Ckose-in -
- action, where the word Debt means the Creditor’s Righs of
action.

But in the same section, § 1, it is said—° Whose estate may
prove to be insufficient for the payment in full of his Debts
and Liabilities’ . . . . ‘as to Debts and Liabilities proveable,’
where the word nebu means the Debtor's Duty to pay.

An administrator is appointed by the Court of the ¢ goods,
chattels, and Credits’ of the deceased.

Thus it is seen that the words Credit and Debt are used
synonymously in Law.

It is exactly the same in common usage. A person makes
his will bequeathing his Debts, i.e. his Rights of action.

So, in Scotch Law, Debts are included under the title Move-
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able Rights : and in a Scotch marriage contract it is usual for
the wife to transfer to her husband ‘all goods, gear, Debts,
sums of money, or other moveable estate.’

Accordingly, in the Digest of the Law of Bills of Exchange,
Bank Notes, &c., which we prepared for the Law Digest Com-
missioners, we began with this definition—

‘Credit or Dedbt, in Legal, Commercial, and Economical
language, means a Right of action against a Person Jfor a sum
of money.

Hence the student must carefully observe that the word Debt
is used in English quite indiscriminately to mean both the
Creditor’s Right of action and the Debtor’s Duty to pay: and
it requires constant vigilance to perceive in which sense it is
used.

The word Duty also formerly meant a Right. Thus the
king’s Duties meant the Rights which the king had to levy
customs. This meaning appéars in the extract from Ashe above
cited : but it is seldom used in this sense now.

The word Right also had this double meaning in English:
and it has so at the present day in Scotland.

Thus Lord Shelburne said in the House of Lords—¢He
would think that America had as good a Right to pay taxes as
Britain,’ i.e. it was as much their Duty.

So it is now quite common in Scotland to say—¢I have no
Right to do that,’ i.e, it is not my Duty to do it.

The word xpéos in Greek has also this double sense : it usu-
ally means the Thing owed: or the Duty to pay it: but the
Greek jurists used ypéos to mean the Right of action.

Thus Demosthenes says—*‘ i oboiav dmacav xpéa xaréhere.’

“ He left all his Property in outstanding Debts, i.e. Rights
of action

So xpéa is used in the Basilica as synonymous with zomes,
créance. )

So in German the word Sciu/d properly means a Debt or
Liability : accordingly Sckuldner is properly synonymous with
Debitor, and correlative to Creditor : but Austin says that .ScAx/d
has also the double meaning : and that in German Law ScAulZ-
ner is often used to mean the Creditor.

In French, Droit and Dette are also used in the double
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Netse aotive : and in the other the Dette passive.

.72 o .. Thus Littré says—
", - Dettes actives: celles dont on ale droit d’exlger le paye-

:.'; . w’

. Dettos passtves : celles qu'on est obligé de payer.’
. Oréance : droit d’exiger Paccomplissement d’une obliga-

éﬂn « .« « OD Oppose les droits de créance aux droits réels’ : that
", i, Personal Rights, or ju»a in personam to Real Rights, or ;ura
. oM.

4,..-On the Continent it is usual to term a person’s Rights his

i _&esif : and his Liabilities his Passif: the word Droif or Dette
|/ heing understood.

¥ . *' Thus the student must carefully observe that all these words
.+ denoting a Contract or Obligation between two persons, such as
:' Xpbos, Debitum, Debitale, Duty, Debt, Right, Droit, Dette, Schuld,

abe used indiscriminately with respect to both parties: and it

‘réquires constant vigilance to observe in which sense they are

iwéd. - The explanation of this seeming confusion is that ypéos

" comes from xph, it is fit, or ordained: Deditum méans that
_ Which isdue : Right, from 7ecswm, means that which is ordered :
- and if one person has the Right to demand a sum of money from

another, it is equally fit, ordained, due, and right that the one
party should receive as that the other should pay: hence they

. are equally ypéa, Debts, Duties, and Rights.

-Third Ambiguity—On the Double Meaning of the words

: "”M'aﬂd‘m’and‘m': or the Dx‘.rtim'h’an between

Sfutuum s7d Commodatum. .

. ¢ There is still another Ambiguity to clear up, which has -
- been the cause of great confusion in the Theory of Credit in

recent times.

All the older writers, who were chiefly men having a prac-
tical knowledge of business, seeing that the circulation of com-
modities is efifected equally by Money and by.Credit, said . that
Oredit is m without gmng any nice definition either of
Capltal.

. Since the time of J. B, Say, however, tlns doctnne has been

' thenbym.fmuhnhcule. 1 RPN

Semae. .of the Right and the Duty: but in the one case it is tqrmed .
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Say says in one passage, which has been repeated by a mul-
titude of writers, that those who say that Credit is Capital main-
tain that the same thing can be in two places atonce. We have
already in the introduction fully explained Say’s error. It arises

'from one of the worst fallacies in Logic—the Fallacy of Confu-
sion—i.e. using the same word in different senses in different
passages. We have shown that Say has said that Credit is
Capital in numerous passages, but that in one other passage he
has turned this doctrine into ridicule. The fact is that in one
set of passages he sees that Credit is the Right of action : and
in these he fully admits that it may be used as Capital. In the
other passage he considers Credit to be the goods ¢lent’: and
then he laughs at the idea that Credit is Capital : and asks how
the same thing can be in two places at once: and be used by
two persons at the same time ?

Careless and indolent readers, catching at a stinging epi-
gram, and failing to compare the doctrines in one part of his
book with those in the other: and quite overlooking the fact
that by Credit he means two totally different things in these
two different passages, repeat his silly sarcasm.

We have also seen in the introduction that Mill has fallen
into a similar, but not 1dent1ca1 contradiction. He also has
fallen into the Fallacy of Confusion. For in a number of pas-
sages he expressly declares Credit to be Productive Capital :
but in another he sneers at the notion that Credit is Capital,
because he says it is only the Transfer of Capital.

But Credit is neither the actual goods ¢lent, nor is it the
Transfer of them : it is the Right of aetion to demand the
price of them, which is given in exchange for the actual goods
instead of money : and which is created at the time of the trans-
fer : which can be exchanged away any number of times, and
effect any number of exchanges until it is paid off and extin-
guished.

8. The whole misconception is founded on an Ambiguity in
the meaning of the words Lend, Loan, and Rorrow, which are
used to denote Two operations of totally distinct natures.

We have already observed that there are two kinds of Right
—the Right of Possession only and the Right of Property.
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And there are two distinct kinds of Toan : the one in which
the Right of Possession only is given for a limited time, and at
the end of the time the identical thing lent is restored : and the
other in which the Absolute Right of Property in the thing lent
is transferred to the borrower: and the ¢lender’ only acquires
the Right to demand an equivalent amount of the thing ‘1ent,’
but not the identical thing.

1. The Commodatum. There are some things which can
be ‘l1ent’ and the ‘borrower’ can enjoy their use without
acquiring the absolute Property in them : and after having so
enjoyed their use, he can restore the identical things to their
owner.

Thus, if a person lends his horse or a book to a friend, his
friend can ride the horse and read the book without acquiring
the Property in them : and after he has enjoyed their use he
can restore them to their owner. In this case the ‘lender’ does
not cede the Property in the thing ‘lent’to the ¢borrower ;’
but only the Right of Possession of them for a certain time :

and after he has enjoyed their use the ¢ borrower’ restores the
identical horse and the identical book to the ‘lender.’ In this
case there is no Exchange, and no new creation of Property.
In this case the relation of Creditor and Debtor is not created
between the ‘lender’ and the ‘borrower :’ and- there being no
Sale, or Exchange, there is no Economic phenomenon.

Such a ‘ Toan’ is called in Roman Law a Commodatum.

2. The Mutuum. But there is another kind of ‘Zoan,’ in
which the things ‘lent’ cannot be used or enjoyed without their
Destruction, or Consumption, or Alienation. Thus if a person
¢borrows’ bread, or oil, or wine, or coals, &c., he cannot use
them without consuming or destroying them : and they are
borrowed for the very purpose of being destroyed.

Hence, from the very necessity of the case, the Property in
such things must be transferred to the ‘borrower:’ and he
undertakes to return to the ‘lender’ an equal amount of the
thing lent in quantity or quality.

So a person who ¢ borrows’ money cannot use it unless he
exchanges it away for something else : consequently the person
who ¢ borrows ’ money must acquire the absolute Progerty in it.

So if a person ¢ borrows’ a Postage Stamp : the only way a
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stamp can be used is to fix it to a letter, by which it is de-
stroyed : hence the ‘borrower’ must acquire the Property
in it.

In all cases, therefore, of the ¢ Loan’ of such things as wine,
oil, bread, corn, coals, &c., and also of Money and postage
stamps, the ‘lender’ cedes the Property in the thing ‘lent’ to
the ‘borrower.” And thus an Obligation is created between the
‘lender’ and the ¢ borrower,’ by which the ¢ borrower’ is bound
to restore to the ‘lender’ an egusivalent amount of the things
‘lent :’ but not the identical things ‘lent.’

A ‘Loan’ of this nature is called in Roman Law a Mataum :
which word the Roman Lawyers said came from guod de meo
tuum fit (because from my Property it becomes yours). Modern
scholars repudiate this etymology : they say that muuus comes
from mutare, to exchange : as deciduus from decido, and dividuus
from divido. But, although the derivation is fanciful, as are so
many others given by ancient writers, it exactly expresses the
fact. In the Loan of the Mutuum there is always an exchange
of Properties. In these cases the relation of Creditor and
Debtor is always created between the parties : and the Right
which the ‘lender’ has to demand back an equivalent amount
of the thing ‘lent’ is the Credit: or, as Ortolan calls it, the
Price of the thing lent. Such a transaction is always a Sale or
an Exchange : and is an Economic phenomenon.

Hence those things only can be the subject of a Mutuum
which consist in pondere, numero, et mensurd : or which may be
estimated generically in number, weight, and measure. Such
things in Roman Law are properly termed Quantitates, because
an equal Quantity of bread, oil, coals, wine, &c., of the same
Quality is as good as another equal quantity of the same : or one
sum of 10 sovereigns is equal to another sum of 10 sovereigns :
or one Postage stamp is always equal to another of the same
denomination.

But also the Digest says that they mutud vice funguntur ;
one quantity serves the same purpose as another quantity :
from this expression the medizval jurists called them 7es fun-
gibiles, and in modern English Law they are termed fungibles.

In English Law the former kind of loan or Commodatum is
said to be returnable 7z specie, because the identical thing is
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restored : the latter kind of loan or Mufuum is said to be
returnable iz genere, because only similar things are restored.

Bale of Goodas. The same relation as is created by the
Loan of the Mutuum is created by the Sale of Goods on Credit.
The seller of the goods cedes the absolute Property in them to
the buyer: and what he receives in exchange for them is the
Right to demand payment for them in money at a future time :
this Right is a Property termed Credait, and is the Price of the
goods.

Thus the Economic Quantity termed Credit, or Debt, is the
Right which is created on a Loan of money, oil, corn, bread,
money, or other fungibles to demand back an equivalent Quan-
tity of the things lent : or the Right which is created on a Sale
of goods on Credit, to demand their Price in money at a future
time.

9. This distinction is so important that we may cite a pas-
sage from the paraphrase of Theophilus of the Institutes of
Justinian, which we prefer to quote, because it is more full and
distinct than the Institutes, and it superseded them as the
authorised text-book of Law in the Law schools of the Empire.

¢ A Real Obligation is contracted by an act, or by the manual
delivery of something counted out : and this includes the Mu-
Zuum.

¢ A thing is a Mutuum when the Property in it passes to

the person who receives it ; but he is bound to restore to us not
the identical thing delivered, but another of the same Quality
and Quantity. I said so that the receiver becomes the proprietor
of it, that I might exclude the Commodatum and the Depo-
situm : for in these latter the receiver acquires no Property.
But he must be bound to us to exclude the Doration : for he
who receives one acquires the Property, but is not bound to us.
I said that he must restore not the identical things lent, but
others of similar Quality and Quantity, that I might not deprive
him of the use of the Mutuum. For a person takes a Mutuum
that he may use the things for his own purposes, and return
others instead of them. For if he were obliged to give back the
same things, it would be useless to borrow them.

¢But all things are not taken as Mwfua: but only those
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which consist in weight, number and measure. In weight, as
gold, silver, lead, iron, wax, pitch, tin : in measure, such as oil,
wine, corn : in number, such as money. And, in short, what-
ever we deliver with this intent, in number, measure, and weight,
so as to bind the receiver to return to us, not the same things,
but others of the same nature and quantity,. Whence also it is
called Mutuum ; because it is transferred by me to you with
the intent that it should become your Property (guod de meo
tuum fif).

¢ But the Real Obligation includes Commodatum : as if any-
one were to ask me to lend him a book,and I lend it ... ..
But the Commodatum differs widely from the Mutuum. For
the Mutuum transfers the Property, but the Commodatum does
not transfer it ; and therefore the borrower (Commodatanu:) is
bound to restore the very thing lent.’

So it is said in the Digest—* But it is called giving a Mu-
tuum, because from being my Property it becomes yours (guod
de meo tuum fit): and therefore if it does not become your Pro-
perty no Obligation is created.’

But, on the contrary, with respect to the Commodatum—< We
retain the Property and Possession of the thing lent (res com-
modate)’ . . . . ‘No one by lending (commodando) a thing gives
the Property in it to him who borrows it.

Thus the whole misconception has arisen from the English
words ¢ Lend,” ¢ Toan,’ and ‘ Borrow’ being used to denote two
operations of essentially distinct natures. The French language
is equally faulty : the words emprunt and emprunter are equally
applied to both kinds of Loan. But the distinction is clearly
pointed out in Roman Law: and the Latin language has a dis-
tinct word for each operation.

All commercial Loans are Mutua, and not Commodata :
every Loan of money is in reality a Sale or an Exchange, in
which a New Property is created, which is called a Credit or a
Debt : and when the Money is returned or the loan repaid, it
is another exchange by which the New Property is extinguished.

No one who had the simplest knowledge of the elementary
principles of Roman Law, or of Mercantile Law, would ever
have committed the mistake of confounding the distinction be-
tween the Loan of an ordinary chattel and the Loan of Money.
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On an Brroneous Xdea as ¥ the Mature of Credit

20. The Three Ambiguities in the Theory of Credit, which
we have just explained, show how abstruse and complicated the
subject is. There are other forms of error with respect to the
subject which now require the student’s attention.

It has been asserted that Credit adds nothing to the resources
of the world, because it is neutralised by something else.

Any person practically conversant with commerce, and seeing
that the enormously greater portion of commercial operations
are effected by means of Credit, would think it strange doctrine
that Credit adds nothing to the resources of a nation, or of an
individual : because Credit is exactly the Purchasing Power
which an individual or a nation has over and above Money.

Some writers, however, have been misled by a very manifest
error.

Thus Henry Thornton, an able man, a banker, and one of
the authors of the Bullion Report, says—*¢ Paper constitutes, it
is true, an article on the Credit side of the books of some men,
but it forms an exactly equal item on the Debit side of the books
of others. It constitutes, on the whole, neither a Debit nor a
Credit. v

So another eminent banker, M. Cernuschi, says—*The ba-
lance-sheet of every individual contains three accounts: existing
goods, Credits, and Debts. But if we collected into one all the
balance-sheets of every one in the world, the Debts and the
Credits mutually neutralise each other, and there remains but a
single account : existing goods.

¢ The totality of goods, therefore, forms the general inventory.
There is the first matter of exchange. The Debts and Credits
are subsidiary matters. Debts and Credits are reciprocally
transmitted as goods are transmitted : but, however great or
however small they may be, and through whatever hands they

may pass ; Credits for some, Debts for others, they add nothing
to and take nothing away from the general inventory.’

The argument of Thornton and Cernuschi is simply this.
Suppose A to have £100 in money, and also a three months’
bill of £50 on B. Suppose B. to have £100 in money, but at
the same time to have accepted a bill of £50 at three months to
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A. Then A’s property would be stated thus, £100 + £50: B’s
property would be stated thus, £100 — £50 : now the argument
of these writers is this—that the + 450 and the — £50 balance
and neutralise each other, and the result is o : which, according
to them, is the same thing as saying that these Quantities do not
exist at all.

This view might perhaps seem at first sight somewhat spe-
cious, but a very little reflection will show that it is erroneous.

Suppose that a landlord lets a house to a tenant. In ex-
change for the use of the house the landlord receives the Right
to demand a certain sum three months after date. The trans-
action is an exchange. The Right to demand the money is an
actually existing Right in the landlord : it is his Property,which
he can sell or transfer to any one else. It is therefore +, plus,
to him, and an addition to his other Property. The tenant is
bound to pay the Rent : and therefore it is —, minus, to him :
but that does not cause any diminution of his present Property.
In fact, he is not in Debt at all until he has had the use
of the house for three months, and the day of payment has
come.

Similarly, if a merchant buys goods, and gives a Bill at three
months in payment of them, the transaction is an exchange.
The right to demand is p/«s to the seller of the goods : it is his
Property, which he may sell and dispose of like money. But
the goods remain the entire property of the merchant: he may
sell and dispose of them ashe pleases : and the money he ob-
tains in exchange for them remains his property, which he can
dispose of as he pleases. He is bound to pay his bill when it
becomes due: and this Duty is —, 7minus, to him : but it is no
subtraction from his present Property. And he is not in Debt
at all until the Bill becomes due.

We have already, in paragraph 4, pointed out, and warned
the student against, this error: in fact, though the Right is
created at the time of the sale of the goods, there is no Duty to
pay until the bill becomes due : consequently, so far as regards
Economics, there is no neutralising of one quantity by an-
other.

In the next place, even if there were two Quantities in ex-
istence at the same time, which neutralised each other’s effects,
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it would be very erroneous to say that that is the same thing as
saying that the two Quantities do not exist.

There may be two equal and opposite mechanical forces
which neutralise each other, and the result is o : but that is very
different from saying that the two forces do not exist.

Suppose the Government on a division has 345 supporters
and 300 opponents: 300 members on each side neutralise each
other : and the result is 45: but that is a very different thing
from saying that the 60o members do not exist.

Hence we see that in this case the — 50 does not mean
that it is to be sudtracted from his present property.

This, then, is the paradox. The Right to receive the future
Rent is the absolute Property of the landlord : and therefore in
this case + means absolute property, and is an addition to his
other property.

But, though the tenant is bound to pay the Rent, and it is
therefore — to him, it is not to be swbtractzd from his present
Property : and is no diminution of it.

What then does it mean ?

Before we can give a full and complete answer to this
question, we shall have to notice another very popular error in
the meaning of the Negative Sign as applied to Debts.

But the consideration we have presented will be enough to
show the error of Thornton and Cernuschi, who allege that
Credit adds nothing to the resources of the nation : becanse it is
Purchasing Power over and' above Money : and, in fact, in this
great commercial country the Purchasing Power of Mercantile
Character, or Credit, is many times greater than Money.

On the Erroneous Ideas of some Mathematicians and others on
the Wature of Credit 07 Debts

11. We now have to commence a new and most interesting
‘branch of the Theory of Credit.

For a century and a half since the days of Maclaurin,
mathematicians have given Debts as an example of Negative
Quantities. But they have not succeeded in discerning the
true interpretation of the term Negative as applied to Debts.

Though Debts are very frequently given as an example of

L X
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Negative Quantities by Mathematicians, we are only aware of
two who have attempted to give an explanation of the term.

Euler says—* The manner in which we calculate a person’s
property is an apt illustration of what has just been said. We
denote what a man really possesses by positive numbers, using
or understanding the sign +: whereas his Debts are repre-
sented by Negative Numbers, or by using the sign —. Thus
when it is said of any one that he has 100 crowns, but owes 50,
this means that his real possessions amount to 100 — 50, that is
to say, 50 crowns.

¢As Negative numbers may be considered as Debts, because
Positive numbers represent real possessions, we may say that
Negative numbers are less than nothing. Thus when a man
has nothing in the world and owes 50 crowns, it is certain that
he has 5o crowns less than nothing: for if any one were to
make him a present of 50 crowns to pay his debts, he would
still be only at the point o, though really richer than before.’

It is quite easy to show that the first paragraph is not a
suitable mode of stating the question in Economics. For sup-
pose that a person has 100 crowns and is bound to pay so
crowns one year hence: then it is true that his Property might
be stated as 100—50: but it would be quite inaccurate to say
that his Property is only 50 crowns. Because he has 100
crowns, which are his absolute Property, which he may trade
with and dispose of in any way he pleases in the meantime:
and he is only bound to have 50 crowns at the end of the year
to discharge his Debt.

But the owner of the Debt may put it into circulation : and
it may be bought and sold, -or exchanged any number of times,
and produce all the effects of money until it is paid off. So
there may be the 100 crowns azd the Debt, or the Right to
demand the 50 crowns circulating simultaneously in commerce.

Nevertheless the Debtor’s property would be correctly stated
as 100— 50 crowns. Hence it is quite clear that the 50 crowns
are not to be subtracted from his gresent property. Now, by
the Law of Comtinuily this same principle must be true if we
diminish the period of payment gradually from one year by
small gradations of a day at a time, till we reduce it to o, or
make the debt payable on demand. The fact is, the expression
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is to be read in this way : he possesses 100 crowns, but coupled
witk the Duty to pay 50 crowns at some given time.

So in the second paragraph, when the Debtor possesses o
crowns and owes 50 crowns, he is said to have 50 crowns less
than nothing. This clearly means that he has the Duty to
pay 50 crowns, and has nothing to pay them with. Now
suppose that, being in such a position, as Euler says, some one
makes him a present of 50 crowns to pay his Debt with: then
he is clearly so crowns richer than he was before : and yet his
Property is now only =o: this is an example that + x +
gives +.

Thus Euler is right so far as he goes : but he has manifestly
stated only one half of the case. Because there is another
combination of Algebraical symbols which gives +, namely
— x —: and there is another mode in commerce of arriving at
the same practical result.

Suppose that his Creditor Releases him from his Debt:
then his Property would also =o: and, as in the former case,
he would be 50 crowns richer than before. Now if crowns are
+,and to Give is also +: then a Debt is —, and to Release
or Take away is also —: consequently to Give Monmey is
represented by + x +: and to Release a Debt will be repre-
sented by — x —: and the position of the Debtor will be exactly
the same after each operation.

Hence to Release a Debtor from the Duty to pay Money is
exactly equivalent to making him a Gift of Money. This shows
that the Release (—) of a Debt (-) is exactly equivalent to the
Gift (+) of Money (+): or that in Commercial Algebra
—x — =+ x +, as in Common Algebra: an example of the
principle of the Permanence of Equivalent Forms : a principle
of the most momentous consequence in modern commerce.

12. Peacock, Dean of Ely, to whom Algebraical Science is
so much indebted, has equally failed to give a correct inter-
pretation to the term Negative, as applied to Debts.

He says—‘A merchant possesses a pounds and owes &
pounds : his substance is therefore 2—4: when a is greater
than 4.

¢ But since a and 4 may possess every relation of value, we

X2
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may replace & by a—c¢ or a+c¢: according as a is greater or
less than 4 : in the first case we get

a—b=a—-(a—c)=c

and in the second—
a-b=a—(a+c)=—c.

¢ If ¢ therefore expresses his substance in property when sol-
vent, — ¢ will express the amount of his Debts when #nsolvent :
and if from the use of + and — as signs of affection, or quality,
in this case, we pass to their use as signs of operation, then, in-

asmuch as .
a+(—c)=a—c,and a—(—c)=a+g,

it will follow that the addition of a Debt —¢ is equivalent to the
subtraction of property, ¢, of an equal amount, and the subtrac-
tion of a Debt (—¢) is equivalent to the addstion of property, c, of
an equal amount : and it consequently appears that the subtrac-
tion of a Debt, in the language of symbolical Algebra, is no# its
Obliteration 07 Removal, bul the change of its affection or cha-
racter from Moncy or Properly owed ‘o Money or Property
possessed.’

Here we observe that Peacock arrives at the conclusion that
the subtraction of a Debt is equivalent to the addition of Pro-
perty : exactly as we have seen above: but his method of
arriving at the result is erroneous, because he forms the same
idea of a Debt that Euler does, namely, it is Money in the pos-
session of the Debtor owed and pledged to the Creditor, and
therefore affected with the Negative Sign : and that the Release
of a Debt is the change of the sign of affection of Money owed
into Money possessed.

Now this is exactly the same error as Euler has fallen into ;
and is exactly the error which we have already shown is
so carefully provided against in the Digest, and by Pothier,
Austin, and many other Jurists.

If these distinguished mathematicians had reflected, they
would have seen that their interpretation could not be correct.
Because the signs + and — refer always to similar Quantities,
but of opposite Qualities. Now the Creditor’s Right is +, and
the inverse of a simple Right cannot be a simple quantity of
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Money : it must be something which is the Inverse of a Right:
and the Inverse of a Right is a2 Duty. Besides, releasing-an
insolvent Debtor from a Debt does not put him in possession of
any actual money : it is only equivalent to it : but not identical
with it.

The fact is that the Debt is not Money in the possession of
the Debtor, owed or pledged to the Creditor ;: but the abstract
Duty to pay money : and the Negative Sign denotes the Can-
celling of the Duty, or Releasing the Debtor from the Duty
to pay.

Hence the result is not produced in the way in which Pea-
cock says it is: but exactly in the way in which he says it is
not.

O= the Application of the Theory of Algebraical Signs /o
Economics

13, The perplexities of the Theory of Credit, which have
baffled all the Economists in the world to explain, can only be
unravelled by the great modern doctrine of the Separation of
the s8igns of Affection o7 Distinction 274 Operation.

As the introduction of this great doctrine into Economics is
perfectly novel, we shall treat of it somewhat fully, especially as
there may be students of Economics who are not very familiar
with it in other sciences.

It is a remarkable example of the almost universal truth that
practice has always preceded theory, that even the Practice of
science long preceded the Theory of science. Thus, from the
days of Diophantus it was perfectly well understood as an em-
pirical rule in Algebra that — x — gives +.

Sixteen hundred years ago Diophantus said—

“Aeiyrs émi Aeiyrw moAhazhaowacdeica wowel Umapéiv.’
¢ Defect multiplied into Defect gives Existence.

‘When the great pioneers of Algebra in modern times, Har-
riott, Fermat, Vieta, Des Cartes, Cardan, Tartaglia, translated
their reasonings into general symbols, they found that they had
created a machine whose working they were unable fully to
comprehend. They found among other things that many pro-
blems produced Wegative answers. Unable at first to compre-
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hend the meaning of Wegative answers, they believed that they
had no real meaning, and they called Positive Roots true (vere
radices), and Negative Roots fictitious (ficte radices). In the
progress of Natural Philosophy, the Negative Sign was used to
a vast number of Quantities : but no general Theory of Signs
was devised : and the progress of mathematics was much im-
peded by the want of the generalisation. The rule that — x —
gives + was universally adopted in practice, because no other
produced right results. But Algebraists were unable to explain
the reason of it : it was wholly unknown to Newton : and when
he tried to explain it, the great Euler babbled like a child.

Even so late as 1813 a distinguished mathematician at Cam-
bridge denied the existence and ridiculed the idea of there being
any such thing as Negative Quantities.

Many centuries ago, at least about 1100 A.D., the Hindoo
Algebraists had made considerable advances in explaining the
Theory of Signs: but nothing was done in Europe till nearly
the close of the last century. Since then a new spirit of philo-
sophy has been breathed into the old science, and a number of
distinguished men, Arbogast, Argand, Buée, Armand, Carnot,
Warren, Peacock, De Morgan, and others, have completely
established the Theory of Signs: and their labours have re-
sulted in the doctrine of the Separation of the Signs of Affec=
tion 07 Distinotion @74 Operation.

Writers who are not versed in Natural Philosophy have no
conception of the signs + and — meaning anything but addition
and subtraction : whereas any one who has any knowledge of
Natural Philosophy knows perfectly well that the signs + and
— have an immense variety of meanings, according to the par-
ticular circumstances under which they occur : or the body of
facts to which they relate : and it is wholly impossible to deter-
mine their meaning until we know the particular circumstances
out of which they arise.

We must now explain the general use of these signs in Na-
tural Philosophy,and show how they may be applied by analogy
to Economics.
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All Sciences deal with Quantities and Operations

14&. All Sciences deal with certain Quantities which are
affected by some single general Quality: and all Quantities
which are affected by that single general Quality are elements
in that science, no matter what other Qualities may be found
united with it : and however diverse the natures of the Quantities
may otherwise be.

But these Quantities in the various seiences may be endowed
with Oppeosite Qualities : and when they are so, it is univer-
sally the custom in Natural Philosophy to distinguish them by
the Signs + and —.

These Signs so used in Natural Philosophy are usually called
Signs of Aflection or Position ; or we may with equal pro-
priety call them Signs of Distinction.

18. But also Opposite Operations may be performed upon
these Gpposite Quantities : and these Operations of an Inverse
or Opposite Wature are also distinguished by the same Signs +
and —. And any Operations whatever of an Opposite or
Inverse Nature, no matter what that Contrariety, or Inverse-
ness, may consist in, are denoted by these Signs.

They are then termed S8igns of Operation,

16. And the Combination of these Opposite Signs of Op-
posite Qualities with the Signs of Opposite Operations per-
formed upon them : that is, the Combination of the Signs of
Distinction with the Signs of Operation, give rise to the well-
known Algebraical Rules— -

+ x + gives +
+ X =y -
- X = g +
—_— X » —

These Laws, which are universally applicable in Natural
Philosophy, are equally applicable to Economics : and among
other things are alone capable of giving the solution of the
Theory of Credit, which has hitherto been the opprobrium of
the science. )

There are Economic Quantities of Enverse, or Opposite,
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Properties, or Qualities, and therefore following the strictest
analogy with Physical Science, we shall distinguish them by
opposite signs: and also Opposite Operations may be per-
formed on these Opposite Quantities, bringing into play the
well-known Algebraical Rules which will lead to consequences
that may surprise some students.

Examples of Algebraical Signs applied fo Quantities

17. We will now give a few examples of Signs applied to
Quantities to furnish analogies to guide us as to the solution of
the perplexities of Economics. '

Thus in Algebraical Geometry in which it is necessary to
fix the position of lines, ifa fixed point be taken, then lines
drawn in Opposite directions from it, either to the Right and
Left : or Upward and Downward : are distinguished by the
signs + and —.

So if a line revolving in one direction be denoted by +,then
when it revolves in the Opposite direction it is denoted by —.

If the mechanical forces act in Opposite directions, they are
distinguished by Opposite Signs.

In modern Kinematics an Accelerating Force is one which
causes a body to change the Rate of its Velocity : if it Increases
the Rate of velocity, it is called Posiive : if it Diminishes the
Rate of velocity, it is NVegative.

In errors of observing phenomena, if the error is greater
than the reality, it'is called Positive ; if it is less than the reality,
it is called Wegative.

The engines of a steamer going ahead may be distinguished
by +: and when going astern by —.

So if 1 be multiplied by power of a, they are termed Posstive
powers of «: if 1 be divided by powers of &, they are termed
Negative powers of a.

A curious instance of this principle may be cited from steam
navigation. Owing to the resistance of the water, the paddles
or the screw of a steamer do not in general propel the vessel
through the water so fast as they would do if there was no
resistance. This loss of speed is called the s11p. But in the case
of the screw, by giving the stern of the vessel a particular shape
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the paradoxical result may be attained, that she may actually
be made to go through the water fasfer than she would do if the
screw were working on a solid. Thus in this case the difference
between theoretical and the actual speed is a Gain instead of a
X.oss : and this Gain is called the Negative Slip.

Now this idea of Opposition is applied to a continuous line :
or to Motion in a continuous line. If any point be taken as o,
then the part of the line on one side may be denoted by +,and
the part on the other by —.

Thus in a thermometer some fixed point is taken as o, and
degrees above that point are distinguished as +, and those
below as —.

Now if the mercury passes from a certain number of degrees
on one side of o to any number of degrees on the Opposite side
of o, it is quite clear that, in order to find the total number of
degrees passed over, the degrees on éozk sides of o must be
added togéther. That is, the Negative degrees must be added
to the Positixe degrees, and not subtracted from them.

Now, in Natural Philosophy Time is considered as Motion
in a continuous line. If, therefare, any point in Time be fixed
on and denated by o, then Time on Opposite sides of this point
will be denated by Opposite Signs. If Time before this era be
denoted by +, then Time afzer this era will be denoted by —;
and the successive intervals of Time, whether years, months,
weeks, or days, will be denoted thus :—

cees +645,44,+3,4+2,+1,0,—1,—2,—3,—4,—5,—6, . . . .

1f the Birth of Christ be taken as the given era or o, then
years Jbefore Christ will be Pasitive, and years af?er Christ will
be Wegative. To find the number of years from the faundation
of Rome to the present time, we must add + 753 and — 1881
together : or 2634 years altogether.

18. As an example of the application of the Positive and
Negative Signs to Time, we may give an example which will be
very useful in Economics.

Suppese this question were asked—

A father's age is 40, and his son’s is 15 : when was the father
twice the age of his son?
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Let x be the number of years defore the present time when
the father was twice the age of his son—

Then g0—x=2 (15-2)
or X=—1I0.

‘What does this Negative answer mean ?

It means that the father never was twice the age of his son
in Time pas¢, which is taken as Positive in the question : the
epoch or event of his being twice the age of his son is to be
found in Time opposite to the Past: that is,in Time fufure. He
was not twice the age of his son 10 years ago ; but he will be
twice as old as his son 10 years Zence : as is very clear : because
in 10 years the father will be 50 and the son 25.

Hence if any event which has happened in Time past is
Positive, then the same event, if it is to happen in Time future,
will be Wegative.

Thus if a Product or Profit which %as deen realised in Time
past be distinguished as Positive : a product or Profit which zZs
to be produced or realised in Time future is Negative.

Hence if any Economic Quantity or Capital of any form
whatever produces Profits in a continuous series : the Profits
which kave been produced in Time past are Positive : and the
Profits which are o be produced in Time future are Negative.

And consequently the Right to the Profits already realised
in the past may be distinguished by the sign + and termed
Positive : and the Right to the Profits which are Z be realised
in Time future may be distinguished by the sign —, and termed
Wegative.

And the total Value of the Economic Quantity or the Capital
comprehends both the Right to the Profits already realised in
the past, as well as the Rigbt to the Profits to be realised in the

JSuture, or both the Positive Right and the Negative Right.

19. Thus, in general, every conceivable Opposition, In-
verseness, or Contrariety, of Quality of similar Quantities may
be distinguished by the terms Positive and Negative. Thus
Up and Down : Right and Left : Before and Behind : Before
and After : the Past and the Future: Above and Below ! Yes
and No : Supporters and Opponents : Face to Face, or Back
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to Back : Erect and Inverse : Convex and Concave : Sympathy
and Antipathy : Rights and Duties : Active and Passive: are
all Opposite, Inverse, or Contrary to each other, and may be
respectively distinguished by the signs + and —.

So Huxley observes that Memory and Expectation are
Inverse to each other: Anticipation is inverted Recollection :
Silver shone expresses a Memory : Silver will shine expresses
an Expectation. Hence, if Memory be denoted by +, Expec-
tation will be denoted by —.

So we may desire to possess a thing ; and we may desire to
get rid of a thing as a nuisance : in either case we may be
willing to pay to fulfil our desire : and the desire to possess the
thing is a Positive Walue : and the Desire to get rid of the
thing is 2 Negative Value.

And Negative Values play a most important part in Eco-
nomics : several of the most important professions derive their
incomes solely from our desires to ward off dangers and evils—
such as Physicians, Surgeons, Soldiers, War seamen, and to a
great extent Lawyers.

Ezxamples of the Algebraical Signs applied to Operations

20. And as the Opposite Signs are applied to Quantities
which are affected by Opposite Qualities of every sort and
description : so alse the same Signs are applied to any Opera-
tions whatever of Opposite, Inverse, or Contrary natures, no
matter what the Opposition, Inverseness, or Contrariety may
consist in.

Thus to Add and to Subtract: to Pay and to Receive : to
go Forwards and to go Backwards: to Do and to Undo: to
Build Up and to Pull Down, &c.

Now to Create, or to call into existence out of the Abso-
Jute Nothing, and to Cancel, Annihilate, Or t0 Decreate into
the Absolute Wothing are Operations of Opposite, Inverse, or
Contrary Natures : and consequently, if to Create be denoted
by the Positive Sign +, to Cancel, Annihilate, or Decreate
will be denoted by the Wegative Sign —.
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The termns Positive and Wegative are also commonly used by
Furists to denote Opposition

21. The terms Positive and Negative are also very com-
monly used by Jurists as well as by Mathematicians to denote
Opposition.

Thus Ortolan uses the terms Positive Rights and Negative
Rights to denote Rights to Aets and Rights to Porbearances.

Jurists class Servitudes as Positive and Negative : or those
which consist in the Right to Use the given subject in a given
manner : and those which consist in the Right to a Fordearance
on the part of the owner from using the subject in' a given
manner.

Ortolan calls the Omission or Refusal on the part of a man
to act or do something a Negative Fact.

So Austin speaks of Positive and Negative Wrongs: or -
Wrongs of commmission and omission.

So a Wegative Virtue is the Absence of a vice. Professor
Stubbs says of Edward II.—* His faults are quite as much
Wegative as Positive : his character is not so much vicious as
devoid of virtue.’

In Parliamentary language a bill which is thrown out is said
to pass in the Negative.

In its relation to a Right a Duty is Negative : but Duties
themselves are termed Positive and Negative : as there is the
Duty to do something .and the Duty to abstain from doing
something. Thus we have, as it were, a Negative Sign within
a Negative Sign.: which we shall hereafter find to be also the
case in Economics.

So Active and Passive are distinguished as Positive and
Negative : and Rights and Duties are frequently termed Active
Rights and Passive Rights.

Arguing, then, from these analogies, we are quite at liberty
in Economics to apply the terms Positive and Negative to any
Quantities and Operations whatever of an Opposite, Inverse,
or Contrary nature.

Thus, if the Right to .demand {100 be denoted by (+ £100),
then the Duty 20 pay £ 100 will be denoted by.(— £100), withqut
any reference to any specific £100 in cash.
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The Theory of the walue of Land

22. Having now cleared away various misconceptions which
have obscured the true understanding of the Theory of Credit
and explained the general principles of the use of the Alge-
braical Signs in the various sciences, we are now in a condition
to perceive their application in Economics,

We have already, in Chapter I, explained the Theory of
the Value of Land: and shown that the total Value of Land
consists in the Right to the past products of the soil, together
with the Right to a series of future profits or products for ever.
But though each of these future products or profits will only
come into existence at definite intervals of time, they have each
a Present Value : and the Value of the Land is the sum of
this series of Present Values of the future products for ever.

The Right to receive any number of these future products is
an estate in land : and as the entirety of the Rights may belong
to different persons, they give rise to the whole legal doctrines
of estates in remainder, in fee, in tail, in reversion, &c., with all
their complications. .

Now, if we assume the products already realised to be
Positive, we have seen that by the general principles of the
Theory of Signs the products to be produced in Time future
will be Negative. And consequently the Right to the products
already realised is Positive, and the Right to the products or
Profits to be produced in future is Negative: and may be
called the creait of the Land : because the owner has merely
the abstract Right to the products when they are produced.
And if any one buys this abstract Right, he merely does so on
the Bellef or Expectation that the land will produce them.

A Person exercising any Profitable Business is an Bconomic
Quantity, analogous lo Land

23. A merchant in trade exercising a profitable business is
an Economic Quantity analogous to Land. He may have accu-
mulated Money, the fruits of his past industry : but besides his
accumulated Money he possesses his Skill, Energy, and Abili-
ties, his Personal Capital or Merocantile Character, his Ca-
pacisy lo earn profits in the future, as he has already done in
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the past: exactly as the Land has not only produced profits in
the past, but has also the Capacity to produce profits in the
future.

The merchant has also the Right to the profits of his future
industry. And it is quite evident that if his Right to the profits
he has already earned is Positive : his Right to the profits he
will earn in future is Wegative.

Thus the Value of a merchant as an Economic Quantity,
like the Value of Land, consists in the Property in the realised
products of the past, together with the Property in the products
of his future industry : which of course are Inverse and Oppo-
site to each other.

And there are two ways in which a merchant may trade. He
may buy goods with Money, the fruits of his past industry : or
he may buy goods by giving in exchange for them the Right to
demand money at a future time, which is intended to be earned
by his future industry. Personal or Mercantile Character
used in this way is, as we have seen, in popular language termed
Credit: and as Anything which has Purchasing Power is
defined to be Wealth : it evidently follows that Money and
Credit are equally Wealth.

When a merchant buys goods with his Promise to pay in
future, it is a mere abstract Right, quite separate from any spe-
cific Money: it is therefore Creait, because the person who
buys it merely buys an abstract Right, in the Belief and Confi-
dence that it will be paid in money.

Hence Mercantile 8kill, Capacity, or Character may be
called Personal Creait.

But, as we have already seen that capital is any Wealth,
or Economic Quantity, used for the purpose of profit, it follows
that Momney and Credit may be equally used as Capital.

If Money is Positive Capital, Credit /s Negative Capital

24. A merchant’s Purchasing Power is his Money, his Right
to demand money, and his Credit.

If he buys goods with Money, and sells them with a Profit,
he first replaces the Money he expended, and the surplus is his
Profit. .

When he buys goods with his Credit, he incurs a Debt :



CH. IV. Debts as Negative Quantities 319

when he sells the goods he first discharges his Debt he has
incurred, and the surplus is his Profit.

In either case his Profit consists in the excess of his Pro-
perty at the end of the operation above what it was at the be-
ginning.

If he buys the goods with Money, he makes Capital of the
realised Profits of the past: if he buys them with Credit, he
makes Capital of the expectea Profits of the future.

In each case he makes a Profit : hence by the definition
both Money and Credit are Capital: but as they are Xnverse
and Opposite to each other, if Money is Positive Capital,
Credit is Negative Capital.

O7n Debts as Negative Quantities

28. We have seen that mathematicians call Debts Negative
Quantities : but they are mistaken in the application of the
term ‘ Wegative.’ After the considerations we have presented,
the real meaning of the term ¢ Wegative ’ is perfectly clear and
simple.

An Obligation consists of two parts—

1. The Creditor’s Right to demand.

2. The Debtor’s Duty to pay.

Those two Quantities are Opposite and Inverse to each
other : the first is Active or Positive, and the second is Pas-
sive or Negative.

Hence the Creditor’s Right of action is the Positive Quan-
tity, and the Debtor’s Duty to pay is the Wegative Quantity.

Hence, if a person has a balance of £500 at his banker’s,
and is bound to pay £5o0 at some given time : and therefore his
Property may be represented by £500 — £50, it is not to be
read as if he had only £450 at his banker’s : but it is to be read
in this way—he possesses £ 500, but coupled witk the Duty to
pay £ 50 at some given time.

Hence, in Economics, the symbol (+ £100) always means
actual Money, or the Right to demand money, such as Bills and
Notes : and the symbol (—/£100) always means the Duty to
pay money.

And an Obligation consists of two Opposite Quantities, the
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Creditor’s Right of action (+), and the Debtor’s Duty to pay (—),
and it may be conveniently denoted by this symbol { tf:gg}.

In this case the Debt means the Duty to pay.

We now clearly perceive the meaning of saying that Money
is a Positive Quantity, and Debt is a Negative Quantity. It
means that Money is a Right, but Debt is 2 Duty. And this
exactly corresponds with the common Algebraical doctrine that
Quantities passing through o change their sign. Because, when
a man has spent all his Money, his Property being then o, and
then runs into Debt, he has exhausted his Right (+), and in-
curred a Duty (-).

And as the Opposite, or Inverse, Quantities in an Obligation
are created together, can only exist together, and vanish to-
gether, they are exactly analogous to Polar Forces.

On Debts as Goods aznd Chattels

26. We have shown that in Roman Law all Rights, and
Credits or Debts, among them, are included under the titles Pe-
cunia, Res, Bona, Merx : in Greek Law under the terms xpnuara,
dyadé, mpdypara, olkos, Umdpxov, oboia, dpoppr : and also in Eng-
lish Law all Property, including Debts or Ckoses-in-action, ex-
cept only freehold property, is included under the title Gooas
and Chattels. As, however, we shall have to exhibit the me-
chanism of the great commerce in Debts, it will be as well to
familiarise the student somewhat more with the idea that Debts
are Goods and Chattels.

Thus Sheppard says, under Chattels,—

¢All kinds of emblements, sown and growing, grass cut, all
money, plate, gold,silver, jewels, utensils, household stuff, Debts,
wood cut, wares in a shop, tools and instruments for work, wares,
merchandise, carts, ploughs, coaches, saddles, and the like : all
kinds of cattle, as horses, oxen, kine, bullocks, goats, sheep,
pigs : and all tame fowls and birds, as swans, turkeys, geese,
capons, hens, ducks, poultry, and the like, are to be accounted
as Chattels.

¢ All Obligations, Bills, Statutes, Recognizances, and Judg-
ments shall be as a Chattel in the Executor.’

¢ All Right of action to any personal action is a Chattel.
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So it was resolved by Popham, Chief Justice of England,
and many other Justices, that ‘ Personal actions are as well
included within this word @oods in an Act of Parliament as
Goods in possession.’

So in one of the leading cases of English Law, Lord Chan-
cellor Hardwicke said—¢ And Debts come within the words and
meaning of the act, and would pass in a will thereby . . ..
Choses-in-action are properly within the description Goods ana
Chattels.’

So Burnet, J., said—* A Bond-debt is certainly a Chattel.’

So Parker, L. C. B, said—‘ But Goods and Chattels in-
clude Debts . . . . Things-in-action are considered as Goods
and Chattels.’

Lee, C. J., said—* The inquiry on the second point is whether
Choses-in-action are not included under Goods and Chattels,
and I agree . . . . this is now out of question : Ckoses-in-action
will be included therein. Fulwood’s case, 4 Co. 65, proves that
a Chose-in-action (as an Obligation) is a Chattel. So Staunford
Prerog. 65, c. 16, says that Chattels comprehend Rights of
action to goods.’

In this case the Debt means the Creditor’'s Right of action.

We need not give any more quotations : in fact, those we
have given are only for the benefit of lay readers. We have
dwelt on this point at greater length than we otherwise should,
because this is the chief difficulty which lay students feel on the
subject. Every one who has studied the most elementary prin-
ciples of Law knows perfectly well that a mere abstract Right or
Chose-in-action is a Personal Chattel like any other species of
Property : but lay readers find a little difficulty at first in under-
standing that a mere abstract Right of action is saleable goods,
or merchandise, just like so much iron, or coal, gold, silver, lead,
corn, or anything else.

On the Distinction between a Debt and a Bailment : or the
Distinction between a Mutaum azd a Depositum

27. It has now been clearly shown that Credit is the Name
of a species of Incorporeal Property of colossal magnitude in
this country, which is bought and sold like any other species of
Property : and chiefly by means of Paper Documents.

L Y
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We have still to point out one more common misconception
to complete the subject.

There are two classes of Paper Documents which are in
general use in commerce, and which have some superficial resem-
blances —that is, they both convey certain Rights, and are both
transferable, and are therefore considered by many persons to be
of the same nature. But yet they are fundamentally distinct in
their nature : and in this radical distinction is contained the basis
of the Theory of Credit. And it has been the confusion between
these two distinct classes of Paper Documents which has been
at the root of most of the false theories of Credit and Currency
which have produced such terrible catastrophes in the world.

28. These two species of Paper Documents are :—

1. Bank Notes, Bills of Exchange, Cheques, and all other
Securities for money : all these are Instruments of Credit.

2. Bills of Lading, Dock Warrants, and all other Titles to
specific goods : which are termed in Law, Documents of Title,
to which class also belong Mortgage Deeds of Land.

In order to understand clearly the fundamental distinction
between these classes of Paper Documents, we will explain
how each of them arises.

When a man ships goods on board a vessel, he receives from
the Captain a Paper Document acknowledging the receipt of the
goods, and promising to'deliver them to whomsoever shall be the
owner of the Paper Document. This Document is called a min
of Lading.

The shipper of the goods sends the Bill of Lading to the
consignee, who directly he receives it may sell and transfer it to
any one else: and so it may be sold and transferred any
number of times. And whoever buys the Bill of Lading may go
to the captain and demand the goods from him: and the
captain is bound to deliver the goods to whomsoever is the
owner of the Bill of Lading.

Similarly when goods are deposited in a Dock Warehouse,
the Dock Master gives a Paper Document, or Receipt for them,
of a similar nature to the Bill of Lading : which Document is
called a Doek Warrant. This may be sold and transferred any
number of times like a Bill of Lading, and whoever buys the
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Dock Warrant becomes the owner of the goods described in it,
and is entitled to demand and receive them from the Dock
Master.

And there are other Paper Documents of a similar nature.

Now, it is to be particularly observed that, although the
goods are delivered into the temporary custody of the captain
and the dock master, they have no Property in them. They
have a mere Right of Possession of them. The Property in the
goods remains in the shipper, or the depositor, and is trans-
ferred by him along with the Bill of Lading or the Dock War-
rant.

The goods are what is termed in Roman Law Depositum,
and in English Law a Bailment : the Captain or the dock
master is the mere Bailee or Trustee of the goods, and not
their Owner or Proprietor. He has no right to convert them
to his own use : and if he did so it would be a robbery : and he
would be punished as a #zief.

Thus in these cases the goods are merely delivered into the
temporary custody of the captain or dock master : and no new
Property is created. The Bill of Lading and the Dock Warrant
form one Property with the goods, and cannot be separated
from them. The goods travel along with the Paper Document.
Thus it may be said in this case that the Paper Documents
represent goods. In every case where a Bill of Lading or Dock
Warrant is offered for sale or pledge, there must be some specific
goods to which they are the Title; and if there were not, it
would be an indictable offence. In fact, buying the Paper
Documents is only a convenient method of buying the goods
themselves.

In this case there is no Exchange, and these documents have
no Value: i.e. they cannot be bought and sold, or exchanged
separately and independently of the goods. They are not ex-
changeable for goods generally: but are Titles to certain
specific goods, and to no others. No one ever spoke of the
walue of a Bill of Lading or Dock Warrant. Such Documents
are not Credit : because the owner of them does not simply
believe that he can get goods for them : but he £nows that he
has acquired the Property in certain specific goods. These

Y2
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Paper Documents are in themselves NWothing, and are no
addition to the general mass of Exchangeable Quantities.

In a similar way when a person borrows money by way of
mortgage on land, he actually sells the land to the lender of the
money : and the Mortgage Deed is the Deed of Sale, and the
Title that specific piece of land. A Mortgage deed is a deed of
sale of the land with a Right of repurchase by the mortgagor on
repaying the money borrowed.

Hence all these Documents, Bills of Lading, Dock Warrants,
&c. : and also Mortgage deeds belong to the class of Fura in re:
they are Real Rights or Corporeal Property.

29. But Bills of Exchange, Bank Notes, and all Securities
for Money, arise out of transactions of an essentially distinct
nature. They all arise out of the sale or exchange of the
Mutuum. Paper Credit always arises out of an Exchange,
and never out of a Bailment. It is the fundamental requisite
of all kinds of Paper Credit that they shall be absolutely
severed from any specific sum of money. They are even for-
bidden to be made payable out of a particular fund. They
must be nothing but abstract Rights against the Person : and
that is the very circumstance from which they derive their
name : because they must be received on the simple de/Zef that
the person can pay them. If any specific sum of money were
set apart for their payment, they would not be Credit. Bills of
Lading and Dock Warrants also go with the goods: Bank
Notes and Bills of Exchange are always exchanged for Money,
goods, &c. Bills of Lading r¢present goods, but are not of the
Value of goods, because there is no exchange, and there can be
no Value without an exchange. Bank Notes, Bills, &c., do not
represent Money, but they are of the Value of Money, because
in their case there is always an exchange. And Credit in all its
forms is a mass of independent exchangeable Property : as is
well known to every Lawyer, every Merchant, and every Econo-
mist. .

On the Quantity of Credit compared to the Quantity of

° Money

30. Credit then being distinctly shown to be a mass of

independent exchangeable Property, it is of considerable interest
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to discover the ratio which Credit and Money bear to each
other in modern commerce. The difficulties which prevent
private inquirers from arriving at any reliable result are very
great : and the opportunities which are presented by Parlia-
mentary inquiries into Commercial Crises are very rarely made
use of for any but their immediate purpose, In the Report,
however, of the Committee of the House of Commons on the
crisis of 1857, there is given an interesting statement by Mr.
Slater. Having analysed the operation of his house for 1856, he
gave in the following table as showing the proportion in which
each million of payments and receipts were made in Money
and various forms of Credit :—

Receipts
In Bankers’ drafts, and Mercantile Bills payable after £ £
date . .. . . 533,596
Cheques payable on demand . . . . . 357,715
Country Bankers Notes . . . . . . 9627
900,938
Bank of England Notes . . . . . . 68,554
Gold . . . . . . . . . 28,089
Silver and Copper . . . . . . . 1,486
Post Office Orders . . . . . . : 933
99,062
£1,000,000
Payments
£ £
By Bills of Exchange . . . . . . . 302,674
Cheques on London Bankers . . . . . 663,672
966,346
Bank of England Notes . . . . . . 22,743
Gold . . . . . . . . . 9,427
Silver and Copper . . . . . . . 1,484
33,654
£1,000,000

Here it is shown that in this great house, which may be
reasonably supposed to represent commerce in general, Gold
did not enter into their operations to even so much as 2 per
cent, And this may furnish a clue by which we may obtain a
rough estimate of the amount of Credit. It is usually estimated
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that the Gold in the country is somewhere about /120,000,000 :
and if there is 5o times as much Credit in the country as the
above figures would seem to indicate, it would appear that
there must be somewhere about £6,000,000,000 in Credit in the
country.

This of course is only a rough approximate estimate, but it
is sufficient to show the enormous magnitude of this species of
Property, and its supreme importance in modern times. This
Credit produces exactly the same effects, and affects Prices
exactly as so much Gold: and it is through the excessive
creation of this kind of Property that all Commercial Crises are
brought about.

Moreover, when we grasp the conception, that all the mass
of Credit is so much exchangeable Property which can be
bought and sold like any material chattels, it compels a thorough
reinvestigation of all the Fundamental Conceptions of Econo-
mics : and shows how erroneous the doctrine is that Labour
and Matertiality are necessary to Value.
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Section IIX
On the Transfer of Credit 07 Debts

31. Having now explained the real nature of Credit, and
shown that it is the Name of a species of Property, which in
this country exceeds any other single species except the Land,
our next inquiry is how it is transferred, or sold, and exchanged.

When it is seen that a Bank Note is transferred and passes
from hand to hand like a piece of money, it might be supposed
that any other Debt might be sold and transferred with equal
facility. There is, however, very considerable subtlety regard-
ing the Sale of Debts, and it was only by very slow and gradual
degrees that they came to be capable of being freely sold.

If it were asked what discovery has most deeply affected the
fortunes of the human race, it might probably be said with
truth—The discovery that a Debt is a Saleable Commodity.

When Daniel Webster said that Credit has done more a
thousand times to enrich nations than all the mines of all the
world, he meant the discovery that a Debt is a saleable Chattel:
and may be used like Money, and produce all the effects of
Money.

We must now give a sketch of the origin and progress of the
power of selling Debts.

It has been seen in Chap. I. that when Property was held in
Contract, or Obligation, neither party could substitute another
person for himself without the consent of the other party. Con-
sequently, if one person had a Right of action against another
for a sum of money, he could not sell that Right to another person
so as to bind the Debtor to pay the Transferee.

It is Law and common sense that no person can be made a
party to a contract without his own consent, and that no one
can stipulate for another without his authority.
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Thus the Digest says—¢ ARteri stipulari nemo potest” ¢ANo
one can stipulate for another.

Hence, although the Creditor might sell his Right to another
person, he had no power to compel the Debtor to pay him with-
out his own consent.

On the Sale or Trausfer of Dedts in Roman Zaw

32. For many centuries the Romans divided Property into
two classes, according to the method by which it might be
alienated, sold, or transferred. That species of Property which
they first possessed, and which was most especially considered
to constitute the patrimony of the doms, they called Res Man-
cigi : and this could only be transferred and sold by the very
strict formalities and solemnities of the sale per @s ef /ibram.

Other Property, which was held in less esteem, was called
Res mec mancipi, and this might be transferred by simple de-
livery. This class of Property included most kinds of Incorpo-
real Property, and among them Debts.

The words Contractus and Obligatio do not belong to early
Roman Jurisprudence. The relation between Creditor and
Debtor was termed Nexum, a Bond, in the Code of the xii.
tables. Money was classed under the Res Mancipi ; and there-.
fore the Muiuum, or sale of Money, could only be effected by
the solemn form of the weight and scales (per @s ef libram).

In process of time the solemnity of the @s e Zibra was dis-
pensed with, and sales were effected by a solemn question (szpn-
latio) and answer (responsio, promissio) between the parties in’
the presence of the usual witnesses : and so the meram was
effected by the stipulatio. The discharge was called solutio.

The Credit, or the Debt, created by the delivery of the
Mutuum was classed under Res mec mancips, and thevrefore
could be transferred by mere delivery.

If any part of the Code of the xii. tables treated of Obliga-
tions, it is not extant: and therefore it is impossible to say
whether the Romans at that time were in. the habit of selling
and transferring ordinary Debts between private persons.

But at the time of the xii. tables the Romans were to a cer-
tain extent accustomed to the transfer of Debts. There is
reason to suppose that they were the inventors of Bank-
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ing in Europe—namely, where traders receive money from the
public, and give them Credit for it on their books, and pay-
ments are made by transferring Credits from one account to
another.

Although Credits or Debts were classed under the Res zec
mancipi, or Property which passed by mere delivery, they could
not be transferred by manual delivery. As has been already
said, the Romans did not till a very late period adopt the Greek
practice of recording the evidence of Debts in written docu-
ments, the delivery of which is equivalent to the delivery of the
Credit itself, so that Credits or Debts may be the objects of
strict manual delivery like any material chattel.

The first notice we have of the transfer of Debts among
persons not bankers is in Gaius. He says that, though Debts
were classed among the Res nec mancipi,as they could not pass
by manual delivery, it was necessary for the three parties, the
Creditor, the Debtor, and the Transferee, to meet together. If
they then agreed among themselves that the Creditor might
transfer his Right against the Debtor to the Transferee, the
parties entered into the solemn verbal agreement, the s&pulatio,
before witnesses, by which the Creditor transferred his Right
agairnist the Debtor to the Transferee. When this was done, the
Creditor was discharged from his debt to the Transferee : and
at the same time he discharged his Debtor from his Debt to
him. The contract established between the Transferee and
the original Debtor, was termed a MNowatio, because it was a
new contract substituted for the previous one : and the assign-
ment of the Debtor to the Transferee was termed Delegatio.
When the solemn stipulation was completed, the Transferee
might sue the Debtor in his own name, because there was now
a privity of contract between them.

33. But the Creditor could not transfer his Debt to any one'
- else without the consent of the Debtor, so as to enable the
Transferee to sue the Debtor without his consent, because he
could not guarantee that the Debtor would pay the Transferee.
Hence a Creditor could not devest himself of the legal estate in
his Debt without the consent of the Debtor.

The early simplicity of the Code of the xii. tables knew
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nothing of Trustees or Attorneys. Every man was either the
absolute Proprietor of a thing, or he was not. He in whom the
legal estate was vested was termed Dominus ex jure Quiritium,
or Proprietor, by the Common Law of the Romans. It knew
nothing of double or subordinate Rights. The Code of the xii.
tables allowed no man to sue in the name of another in private
cases. He alone who was Dominus ex jure Qusritium might
sue, and that in person. And as no man could sue another
unless there was some Contract, NVexum, or Relation between
them, the Transferee of a Debt could not sue the Debtor because
there was no privity of contract between them.

The Code of the xii. tables was maintained in all its strict-
ness for about 277 years. During this period the forms of writs
were defined with great strictness. They were called Legis
actiores, or, as we might say, Common Law writs : and as long
as these lasted no one could sue on behalf of another, or in the
name of another. Consequently, so far as we can understand,
the Transferee of a Debt could maintain no action against the
Debtor.

But in the progress of time new wants, new rights, new in-
terests, and new ideas grew up: and a great Equitable jurisdic-
tion came into existence to meet the new requirements. - The
supreme judicial Magistrates, the City and Foreign Pretors,
were clothed with the power adjuvandi; vel supplendi; wel
corvigendi juris civilis gratid, propter utilitatem publicam. The
Romans had too deep a reverence for their code, which Cicero
declared to contain more utility in one chapter than all the
libraries of the Philosophers, to permit the Prator actually to
abolish any of its Laws ; but only to supply their defects, and
extend their meaning. But new Rights and new Interests had
grown up, which were not capable of being protected directly
by the laws of the xii. tables.

Among these new Rights were Equitable Inteiests: one
person might be possessed of the legal estate in certain things,
but permit another person to enjoy their use or profit, without
undergoing the formal solemnity of the transfer by mancipation
or the cessio in jure. The original owner therefore possessed
the nudum jus Quiritium, the mere legal right, while the
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grantee possessed the profitable, equitable, or, as it was after-
wards termed, the donitarian, use.

Thus, if a Creditor sold or transferred a Debt or Right of
action, without the consent of the Debtor, he alone possessed
the nudum jus Quiritium, but the Transferee possessed the
Equitable Right to it : but he had no Right of action by the
Code of the xii. tables.

In order to protect these Equitable Interests without di-
rectly contravening the fundamental laws of the xii. tables, the
Pretors gradually created the great system of Legal Fictions :
and these Fictions were applied to protect the Equitable Rights
of the Transferees of Debts.

About the year 577 A.U.C, or 176 B.C., the Lex ALbutia
abolished the old Legis actiones, which were not part of the
Code of the xii. tables, but only a series of writs framed by the
Magistrates, so as to be adapted to them. New forms of writs
were prepared by the authority of the Prators, called Formule :
and these were adapted and extended by two Leges Fulie.

By these new Formule parties were allowed to be repre-
sented by Cognitores or Procuratores, that is Attornies, who were
allowed to sue for their clients. The Transferee was then
allowed to sue as the Procurator or Attorney of the Transferee.
Gaius gives the formula of the writ in such a case.

The Prztor could only grant an actio directa or vulgaris, or
common law writ to the original Creditor: but he could grant
an actio wtilis or fictitia, or an equitable writ, to the Transferee
of the Debt.

When a Creditor sold or transferred his action he was said
cedere or mandare actionem. The Transferee was called Pro-
curator in rem suam, or Attorney on his own behalf: he was
acknowledged as the real plaintiff, s in rem suam datus sit
procurator, loco Domini kabetur : his mandate could not be
revoked, and he owed no account to his principal.

Such was the state of the Law regarding the sale or transfer
of Debts in the time of Gaius, who is generally supposed to
have written his Institutes in the time of tHe Antonines. They
were the text-book of Roman Law throughout the whole Roman
Empire when the Romans left Britain : and it is now supposed
by many high authorities that they were to a great extent the
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source and origin of the Common Law of England. And the
Common Law of England with regard to the Sale of Debts was
exactly as is stated by Gaius : until it was superseded by the
recent Supreme Court of Judicature Act.

34. Some time after Gaius the Emperor Alexander Severus,
acting probably under the advice of Ulpian, published a con-
stitution in the year 224 A.D., by which the absolute freedom of
the Sale of Debts without the knowledge or consent of the
Debtors was recognised and allowed.

¢ Omnium rerum quas quis habere, vel possidere, vel persequt
potest venditio recte fit.’

¢ Everything may be sold whick one may have or possess, or
has the Right to sue for.’

‘Nomina eorum qui sub conditione vel in diem debent, et
emere et vendere solemus. Ea enim res est que emi et venire
potest.’

¢ We are accustomed to buy and sell Debts payable on a
certain event or on a certain day. For that is Wealth which
can be bought and sold.

¢Nominis venditio etiam ignorante vel invito eo adversus
quem actiones mandantur, contrahi solet.’

C1t is usual to sell a Debt without the knowledge or even
against the consent of the Debtor.

¢Certi et indubitati juris est ad similitudinem ejus qui per-
sonalem redemerit actionem, et utiliter eam movere suo nomine
conceditur, etiam eum qui in rem actiones comparaverit, eddem
uti posse facultate.’

1t is clear and undoubted law that, just as ke who has:
bought a Personal action may sue out a writ in his own name :
50 he who has bought a Real action has the same power.

In the time of Gaius the Transferee of the Debt could only
sue as the Attorney of the Creditor or Transferor, as he was
obliged to allege the jws Quiritium or the legal estate of the
Transferor: but the necessity of this was taken away by Jus-
tinian, who abolished the zudum jus Quiritium, which had
become an absurd enigma which puzzled Law students, and
then the Transferee could sue in his own name.

¢ Ordinarium visum est nominis venditionem utiles emptori
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(sicut responsum est) vel ipsi creditori postulanti danda ac-
tiones.’

C It is seen that it is usual to grant a writ on the sale of a
Debt either on the demand of the buyer (as has been decided) or
of the Creditor himself’

Thus, at length, the complete emancipation of a Debt from
the general rule of law affecting Property held on contract was
effected : and it was made as completely and freely saleable as
any other material chattel: and thus a Debt was removed to
the category of Property held in Dominion.

35. The laws regarding the Sale of Debts were fully adopted
and confirmed in the Basilica: and thus they have ever since
been the general Mercantile Law of all Europe, except England,
to which the legislation of Justinian never extended.

Thus Azo, one of the earliest legal luminaries on the revival
of learning in the West, says—

¢De actionibus autem venditis sciendum est quod omnes
actiones vendi possunt sive sunt pure, sive conditionales sive
reales sive personales.’

¢ But with respect to the Sale of Actions, it must be under-
stood that all Rights of action, whether simple or conditional, or
real or personal, may be sold.

36. This investigation clears up a difficulty which has puz-
zled some modern writers. The earliest Bills of Exchange
extant contain no words of negotiability: and yet we know as a
fact that they were negotiated. And several writers have en-
deavoured to discover when Bills of Exchange were first made
negotiable. Some have supposed that it was done by Cardinal
Richelieu. But all obscurity and doubt has now been cleared
away. Bills of Exchange required no words of negotiability to
make them saleable, because they were so by the general
Mercantile Law of Europe.

This also explains a fundamental distinction between Scotch
Bills and English Bills. It has never been necessary to insert
words of negotiability in a Scotch Bill : they are saleable by
their very nature : and the reason is that Scotland adopted the
Mercantile Law of the Pandects as its Common Law. So that
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a Scotch Bill is transferable at the will of the Creditor, and the
transferee may sue the Debtor in his own name. By the recent
Act the principle now applies to English Bills.

About 467 A.D. the Emperor Leo relaxed the rigorous for-
malities of the stipulatio: and enacted that a clear consent
given in any form of words should be sufficient. In the time of
Justinian written Obligations had become usual, and any Obli-
gation in writing bound the Obligor.

On the Sale of Debts {7 English Law a7d Bquity

37. We must now trace the origin and progress of the power
to sell Debts in English Law and Equity.

It had long been alleged that it was a fundamental doctrine
of English Common Law that Ckoses-in-action are incapable of
being assigned and transferred. This doctrine was sanctioned
by the weighty name of Lord Coke, who says in a well-known
passage—°‘ And first was observed the great wisdom and policy
of the sages and founders of our Law, who have provided that
no possibility, Right, Title, Thing-in-action, shall be granted and
assigned to “strangers”: for that would be the occasion of
multiplying contentions and suits, of great oppression of the
people, and chiefly of terre tenants, and the subversion of the
due and equal execution of justice.’

Now, without inquiring yet what Lord Coke’s qualification
of a ¢ stranger’ may mean, his @7c/um has been repeated a mul-
titude of times by a long line of judges both at law and in equity,
usually with the qualification ¢ stranger’ omitted, so that it has
been made to appear in the broadest possible terms that a Debt
or Chose-in-action was incapable of being assigned, or sold
under any circumstances whatever, at Common Law : and also
that there was some peculiarity as to the non-alienability of
debts, distinguishing them from other property in this respect.

It may still be seen stated in the current text-books of Mer-
cantile Law that Ckoses-in-action are absolutely unassignable at
Common Law: that Bills of Exchange were an exception to
this rule introduced by the Lex Mercatoria, and allowed for the
convenience of trade : that Promissory Notes were not within
the Law merchant—and were first legalised and made nego-
tiable by the Act of Anne (1704) c. 9.



CH. IV. Sale of Debts in English Law 335

All this doctrine has been recently investigated, and set
aside and annulled by a solemn judgment of the Exchequer
Chamber.

In the first place, it may be said, with all due respect for Lord
Coke, that the reason he alleges for the supposed non-alien-
ability of Debts cannot be received as satisfactory at the present
day.

The true reason was far deeper, and had a far more general
application, and has already been sufficiently explained. It was
that a Debt is Property held in Contract, and therefore neither
party could substitute another person for himself without the
consent of the other party.

Moreover, so far from the non-alienability of Choses-in-
action being an exceptional rule of property in English Law, as
it was in Roman Law, it was the rule applicable to enormously
the greater portion of Property under the Feudal system: and
the rule of free alienability only applied to the comparatively
insignificant amount of personal property.

The essence of Roman polity was equality and absolute
dominion. By the Common Law of the Romans every man
was the absolute proprietor of his possessions, including his
wife, children, and slaves. He did not live in a state of con-
tract with anyone. As regarded his familia, he was Dominus
ex jure Quiritium : as regarded his fellow-citizens, he was their
equal. Consequently the state of Contract between Roman
citizens was comparatively rare, principally confined to the case
of Creditor and Debtor: and, as we have already seen, Debts
by the early Roman Law were not assignable without the con-
sent of the Debtor.

But the whole structure of Feudal society was essentially
different from Roman Equality and Dominion. The very
essence of Feudalism was that the Dominion, or absolute Pro-
perty in the soil, vested in the Sovereign as the representative of
the nation. Thus the Sovereign represented the head of the
Roman household. The territory belonged to the nation as a
body : but the Sovereign alone exercised all Rights over it.
Absolute Property in the soil, either the Dominion of the Roman
or the Allod of the German, is impossible to any private person
in England.
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The Sovereign granted Feuds to his followers, first during
pleasure, then during life, ther in perpetuity : but always on the
express condition of certain services being rendered. These
tenants were therefore in a state of contract with the Crown :
and they in like manner granted parcels of their feuds to their
vassals on similar conditions: and these vassals would have
still further subdivided their grants if they had not been re-
strained by law.

The result of this was that the whole state of society was one
of contract. The structure of Roman society was essentially
level : the structure of Feudal society was essentially pyramidal.
Every one, from the highest to the lowest, was fixed in a state of
contract. The intermediate ones were in a state of double con-
tract, both with those above and those below them. All Feudal
property was therefore of the nature of a Chose-in-action : no
one could change his position, or alienate his property, by sub-
stituting a stranger for himself, without the consent of the other
parties to the contract.

Thus, in a state of pure Feudalism the Tenant of Land from
the Crown could not substitute arother person for himself at his
own will and pleasure, without the consent of the Crown and of
his own vassals, for the very same reason that neither the Creditor
nor the Debtor could substitute another person for himself with-
out the consent of the other party ; because it was Property held
in Contract or Obligation.

A strict Military Feud was Dy its very essence and nature
inalienable. But gradually this rigour was relaxed : and Feuds
were created alienable ; and when the Grantor so created them
alienable by granting them to the grantee and his assigzs, they
were assignable, and the assignee was enabled to sue the grantor
in his own name.

38. In process of time the relation of Lord and vassal in
Feudal law changed from a Bilateral Contract, in which there
were Rights and Duties on both sides, to the simple relation of
the modern Landlord and Tenant, or a Unilateral Contract,
where there is the simple Right on one side to demand rent,and
the simple Duty on the other side to pay it. And then the
necessity of the Tenant to aforn to the new landlord gradually
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fell into disuse, and was finally abolished by Act, Statute (1705)
c. 16, s. 10: and estates in Land were made freely saleable
and transferable without the consent of the tenant. This Act
was drawn by the great Lord Somers : it was exactly parallel
with respect to estates in land with the constitution of Alexander
Severus already mentioned, declaring that a Creditor might
freely sell and transfer his Right of action against his Debtor
without his conscnt. By this means Estates in land were gra-
dually removed from the category of Property held in Contract
to that of Property held in Dominion.

39. The progress of the power of selling Debts or Ckoses-in-
action in England has been exactly similar to that in Roman
Law, and to the power of selling Estates in land in English
Law.

By the Common Law of England a Creditor cannot sell his
Debt without the consent of the Debtor, so as to give the
Transferee a right of action in his own name. But Bracton
expressly describes Novation as allowed by Englisk Law, when
a Debt was assigned by the consent of the Debtor. And so it
became usual to grant Annuities payable to the grantee and his
assigns. And a series of decisions extending through three
hundred years from the reign of Edward III. to that of William
IT1., unanimously held that, wherever the Obligor granted an
Obligation transferable in its inception, and payable to the
grantee and his assigns, that it was transferable, and that the
Transferee might sue the Obligor in his own name.

40. If the Obligor or Debtor had not given his consent, the
difficulty in English Law was overcome by a similar contrivance
as we have seen in Roman Law. As early as Henry VI. the
Transferee might sue in the name of the Transferor : or the
Transferor might sue as Trustee for the Transferee.

41. In the reign of William III, when Bank Notes and
Promissory Notes payable to bearer came into common use,
several cases were brought before the Courts : and the Courts
held them to be perfectly legal mercantile documents, and that
the bearer or holder of them for value might sue on them.

L z
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However, Lord Holt and the Court of Queen’s Bench
denied this doctrine, and in a series of cases they held that
Choses-tn-action are absolutely inalienable by the Common Law
of England : that Bills of Exchange were an exception to the
Common Law, and only adopted from the Lex Mercatoria, and
that Promissory Notes are not legal and mercantile documents.
In consequence of these decisions the Act, Statute 1704, c. 9,
was passed placing Promissory Notes in all respects on the
same footing as Inland Bills of Exchange.

Ever since then it has been laid down in all text-books as a
fundamental doctrine of the Common Law of England, that
Choses-in-action are absolutely inalienable, so as to allow a
Transferee to sue in his own name: that Bills of Exchange
have only been allowed as a part of the Lex Mercatoria: and
that Promissory Notes were not legal documents, and only
legalised by the Statutes of Anne.

Thus Lord Cranworth said in a well-known case in the
House of Lords that:it could not be tolerated by the Law either
of England or Scotland, that any one should issue a floating
Right of action against himself : and this doctrine was reasserted
in another well-known case by Blackburn, J., giving the Judg-
ment of the Court of Queen’s Bench in the absence of the
Lord Chief Justice.

But in 1875 this.very point came for determination before
the Court of Exchequer Chamber in the great Mercantile case
of Goodwin v. Robarés. In the course of the argument the
Lord Chief Justice spoke in terms of the strongest condemna-
tion of the series of decisions in the Queen’s Bench by Lord
Holt, and said they were a blot on our judicial history : and they
were solemnly reversed and annulled : and it was declared that
the Act.of .1704 was a declaratory Act, laying down the true
Cemmon Law on .the subject: and that Promissory Notes
payable to bearer.are strictly legal at Common Law. This
Judgment was affirmed by the House of Lords in 1876.

Thus this great Mercantile case has established the doctrine
that it is strictly legal at Common Law for.any person whatever
to issue Notes payable to bearer on demand: and this Right
can only be modified, or taken away by Statute.
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42, By the Supreme Court of Judicature Act of 1873, which
came into effect on November 1, 1875, the consent of the
Debtor to the transfer of the Debt is rendered unnecessary ;
and it is enacted that any absolute assignment of the Debt in
writing by the Creditor shall be sufficient to transfer the Pro-
perty in it : and that in all cases where the doctrines of Com-
mon Law conflict with those of Equity, the rules of Equity shall
prevail.

Thus at length Debts, or Choses-in-action, have been eman-
cipated from the doctrine of attornment : and the Sale of Debts
has become absolutely free.

Upon Instruments of Credit 07 Debt

43. The Commodity or Merchandise named Credits or
Debts may now, then, be sold and transferred as freely as any
material chattels: but so long as they remain in the mere
invisible form of a Debt, they cannot be the subject of manual
delivery.

But we have seen that the Greeks hit upon the plan of re-
cording this Right upon some material ; and when this was
done, the Right itself became capable of manual delivery like
any other chattel.

When the Credit or Debt is recorded on Paper or any other
material, it is termed an Instrument of Credit, or ¢f Debt :
and it must be observed that when used in this case, this word
Instrument has a technical meaning which is often overlooked.

The word Znstrument has two distinct meanings.

1. Sometimes it means a tool, or means, or implement by
which some purpose is effected. Thus Edgar says in Lear—

The Gods are just and of our pleasant vices
Make Instruments to plague us.

So Smith speaks of Money as the ‘great Instrument of Ex-
change, or ¢ Instrument of Commerce.’

2. But when Bills and Notes are termed Xnstruments of
Credtt, or ¢f Debt, the word has a quite different meaning than
when used in the phrase Instruments of Exchange.

In Instruments of Exchange, it denotes the #eans by which

z2
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Exchanges are effected : in the term Instruments of Credit,
it means the Record, or Document, or written evidence of the
Debt.

In Roman Law Instrumentum meant any evidence, whether
oral or written, by which a Court or Judge was informed of a
fact; or of the merits of the case. Thus Suetonius speaks of
the Instrumenta Imperii, the written records of the Empire :
Quintilian speaks of /nstrumenta Litis, the papers or documents
relating to a cause : Tertullian and Erasmus call the Christian
Scriptures the Novum Instrumentum.

This meaning is very common in English. Thus out of
innumerable examples, we may quote from Hallam, ¢is abund-
antly manifest by the /zstruments of both the kings’ ... ¢by
mutual Instruments executed at Calais” So Brougham, speak-
ing of the American Declaration of Independence, says—
¢ As the clock struck the hour when that mighty Instrument
was signed.’

In these and similar cases, the word Instrument means a
written Document or Record.

In English Law the word Instrument is restricted to written
evidence : and is thus exactly equivalent to Document ; which
is any writing which teaches or informs the Court of a fact. It
means simply a written record.

Hence an Instrument of Credit, or of Debt, means any
written evidence of a Debt. In Courts of Law and legal treatises
these documents are invariably termed Instruments.

Instruments of Credit are usually said to be of three forms—

1. Orders to pay money.

2. Promises to pay money.

3. Mere acknowledgments of a Debt, usually termed an
1.0. U.

But besides these there is a fourth form, though it is not
usually classed under that term—namely, Credits or Debts
recorded in the books of Bankers, in banking language termed
Deposits. All these are written evidences or records of Debts.

It is well known that for a long time the origin of Bills of
Exchange was involved in great obscurity. Many writers attri-
buted them to the Jews, who were severely persecuted and
expelled from France in 1181 by Philip Augustus. It has been
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repeated by multitudes of writers that the Jews invented Bills
of Exchange at this period in order to transmit their effects to
foreign countries. But such an idea could only have arisen
from an entire misconception of the nature of Bills of Exchange,
and of an Exchange. However, the mystery is now completely
cleared up. We have seen that they were the invention of the
Roman bankers, and that their use was quite common in the
time of Cicero: and their use never died out: although from
the troubled state of the countries involved in the fall of the
Roman empire, dealings in Credit between distant towns may
probably have diminished.

44. In the eleventh century Europe had again begun to
assume a somewhat more settled state. The cities of Lombardy
especially devoted themselves to commerce : and Gallenga says
that a treaty between the city of Asti and Humbert II. of
Savoy in 1095 shows that the cities of Asti and Chieri had
already begun to introduce the system of Bills of Exchange and
Banking into France and England.

Weber says that Bills were in common use in Venice in
1171. A charter granted to the city of Hamburg in 1189
authorised them to deal in Bills. In 1243 a statute of Avignon
relates to /ittere cambii: and one of Venice in 1272,

About this period the system of Bills of Exchange received
an immense extension. In the times of the Crusades the Popes
claimed the right to tax all Christendom for their support.
They had their own money dealers termed Cambiatores, who
kept tables in the Cathedrals to exchange the money of foreigners
who came to worship. These persons sent their own agents
into different countries to collect the Papal tribute. As soon as
they collected a sum they sent the Pope bills upon their prin-
cipals and correspondents. These Bills were called Littere
Cambiatorie. In the twelfth century Florence became very
famous for this ¢banking’ business, as it was called. Lucca,
Siena, Milan, Placentia, and other towns, were also famous for
it. Cahors, in France, also became a great Monetary or Bank-
ing centre : and the name of Caorsini became synonymous with
usurers: and Dante places them in the Inferno in very strange
companionship for this imaginary crime.
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In 1229 these persons were first introduced into England.
The Pope sent his chaplain Stephen and a nuncio to demand a
tenth part of all the moveable goods of all persons, lay and
clerical, in England, Ireland, and Wales to support his war
against Frederick Barbarossa. The feeble king agreed to this
extraordinary demand : but in a Parliament held to consider it,
the lay lords indignantly refused to subject their lands to the
Pope. The unfortunate ecclesiastics had no resource but to
yield. The Pope drew bills upon all the bishops and abbots,
which they were obliged to honour under a threat of excom-
munication. A detachment of Caorsini came over with the
nuncio to London, and settled there in order to lend money at
heavy interest to the bishops to enable them to meet the Pope’s
drafts. )

We have no notices when the use of Bills by merchants
became common. The earliest commercial bill known to exist
is dated 1381. One is quoted by Capmany of the date 1404,
drawn by a Lucchese merchant in Bruges on his correspondent
at Barcelona, and negotiated in Bruges, but dishonoured at
Barcelona. In the archives of Venice there are several bills of
the fifteenth century drawn by Venetian merchants on their
correspondents in London, but sent back protested for non-
payment. In none of these bills are there any words of nego-
tiability, because they were so by the general law of Europe.

45. Obligations, by the Common Law of England, were not
payable to any one but the payee, without the consent of the
Obligor. Accordingly at a very early period it was usual to
make obligations payable to the Payee, or his attorney, equi-
valent to the modern ‘or order’ Matthew Paris quotes an
Obligation of the Prior and convent of N, dated 1235, and
made payable to certain Milanese merchants in London au#
uni eorum vel eorum certi nuncio.

The Statute of Merchants, 11 Edward I. (1283), is the first
law noticing mercantile Obligations. It enacts that, if their
debtors did not pay at the agreed upon time, the merchants
might bring them before the proper authorities, and the clerk
should draw up an ‘escrit de Obligation’ or a ‘lettre de Obli-
gation,” which the official translation renders Bill Obligatory, to
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which the Debtor was to affix his seal; binding him to pay on
a certain day.

In the thirty-first year of his reign Edward I. granted a
Statute to the City of London for the protection of foreign
merchants, which enacted that they might pay the customs
duties on their exports by Bills on their principals or partners.

46. It has been very generally supposed that Bills of Ex-
change were only in use among foreign merchants, and that
Obligations in the form of Promises to pay were wholly un-
known to commercial usage and the Commen Law. This,
however, is erroneous. There exists a work called Arnold’s
Chronicle, first published in 1502, but supposed to have been
taken from an earlier work, conraining many of the customs of
the city of London in the reigns of Edward IV. and Henry VII.
Several forms of Obligation are given in this work as being in
common use. Several of these are termed Bills of Payment.
i.e. Promissory Notes, made payable to the payee, or his ¢ attor-
ney,’ or his ¢ assignee,’ and of Bills of Exchange made payable
to the ‘bringer’ or ¢ bearer.’

As these are given as common forms in the reign of Edward
IV., they must have then been in common use: but how long
we have no means of knowing : and there is no instance of such
a document being brought before a Court of Law.

At this time it was perfectly indifferent whether Obligations
were drawn in the form of Orders to pay, or Promises to pay :
they were equally valid at Common Law. Noz figurd litte-
rarum sed oratione quam exprimunt littere obligamur. ‘We
are not bound by the form of the writing, but by the intention
which it expresses’ is equally common sense and Roman and
English Law.

A Bill of Exchange in former times meant an Obligation to
pay the value of a certain amount of the Money of one country
in the money of another at a certain rate of exchange : and it
was usual to draw the Obligation in the form either of an
Order or a Promise: and either form was perfectly valid.
‘When the Obligation originated with the Creditor, it naturally
took the form of an Order to pay: when it originated with the
Debtor, it naturally took the form of a Promise to pay. An
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Obligation to pay in the money of this country was called an
Inland Bill, whether its form was that of an Order or a Pro-
mise.

The word Bill meant any writing whatever, including Deeds.
In Marlowe’s Fawustus, when Faustus is selling his soul to
Mephistopheles, he tells Faustus that he

Must write it down
In manner of a deed of gift ;

and Faustus, seeing his blood stop flowing, says—

_Is it unwilling I should write this Bill?

and then—
Consummatum est : this Bill is ended.

Then says Mephistopheles—

Speak, Faustus, do you deliver this as your Deed ?

So the word Note had exactly the same meaning : in former
times the words Bill and Note meant any writing whatever its
form. What in modern times are called Promissory Notes,
were called Bills, Obligations, Bills of payment, Bills of Debt,
Bills of Credit: Bank Notes were called Bank bills ; and still
are so in many country districts in England.

Since, however, the Statute of Anne passed in consequence
of the series of erroneous decisions in the King’s Bench, the
word Bill has been restricted and appropriated to Orders to
pay money : and the word Notes to Promises to pay Money.

Technical terms relating to Instruments of Credit

47. As Instruments of Credit play such an important part
in Economics, it will be useful to explain the meaning of the
technical terms relating to them.

Definitions of Instraments of Credit 07 Debt

1. Any written record of a fact is termed an Instrument.
Any written evidence of a Debt is termed an Instrument of
Credit, or Debt.

2. A written Contract by which one person is bound to pay
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(1) a certain sum of money : (2) to a certain person: (3) at a
certain time : is termed an Obligation or Security for Money,
or a Valuable Security.

3. A written Order from one person to another who owes, or
appears to owe, him money as a Debtor, directing him to pay
absolutely, and at all events: (1) a certain sum of money : (2)
to a certain person : (3) at a certain time : is in modern lan-
guage termed a Bill of Bxchange, or shortly a B

The usual form of a Bill of Exchange is this—

£258 14s. 6d. London, May 4, 1880.
Three months after date pay to myself (or A. B.), or order,
the sum of Two hundred and fifty-eight pounds, fourteen shil-
ling and sixpence for value reccived.
To Mr. John Cox. William Smith,
Strand, London.

" 4. A written Promise made by one person to pay absolutely,
and at all events : (1) a certain sum of money: (2) to a certain
person : (3) at a certain time : is in modern language termed a
Promissory Note, or shortly a Wote.

The usual form of a Promissory Note is this—

£148 9s. 10d. London, May 4, 1880.

Three months after date I promise to pay Mr. Fokn Fones,: .
or order, the sum of One hundred and forty-eight pounds, nine
shillings and tenpence for value received.

William Johnson,

5. A written Order addressed by one person to another who
holds a fund not as his own property, but merely as the Agent,
Baflee, Trustee, or Servant of the writer to pay a sum of
money is termed a Draft, or Order for the payment of money.

6. A mere acknowledgment of a Debt, not containing any
Promise to pay, is usually termed an I. O. U.

7. A Bill, Note, or I. O. U. is always a Ckose-in-action, and
operates as a charge or Credit against the person of the Debtor.

8. A Draft or Order is always a Chose-in-possession, and it
operates as a charge or Credit against the fund.
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Definition of Parties to an Instrument of Credit

1. In a Bill, the person who addresses the order is termed
the Drawer : the person to whom he addresses it is termed the
Drawee :

2. If the Drawee consents to pay the order, he must sub-
scribe his name to it, usually on the face of it, and with the
word ¢ accepted’ before it; he is then termed the Aceeptor.

3. In a Note the person who makes the Promise is termed
the Maker.

4. The person to whom a Bill, Note, or Draft is made
payable is termed the Payee.

5. The Acceptor of a Bill and the Maker of a Note is termed
the Principal Debtor or Obligor.

6. Before the 36 & 37 Vict. (1873) c. 66 came into effect,
unless the Obligor of a Bill or Note expressly made it payable
to the Payee, or order, or bearer, the instrument could not be
transferred so as to enable the Transferee to sue the Obligor at
law in his own name : and such an Instrument was termed non-
Negotiable.

Since that Act came into effect on November 1, 1875, this is
no longer the case, and any Instrument of Credit or Debt may
now be transferred so that the Transferee may sue the Obligor
in his own name.

7. If, however, the Instrument is made payable to the Payee
¢ or order,’ it cannot be transferred without the Payee’s order :
this the Payee does by writing his name, usually on the back
of it: hence this signature is termed the Indorsement. The
Payee is then termed the Indorser: and the person to whom
he delivers it is termed the Indorser.

8. The person whe has the lawful possession of the instru-
ment, either actual or constructive, and is entitled to sue the
parties to it, is termed the Holder.

Definitions of Ferms relating to the Instrument

1. To Draw, Make, Accept, or Indorse a Bill, Note, or
Draft means, besides writing the instrument or the name on it,
as the case may be, to deltver it to some person or his agent
as his Property.
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2. To xssue a Bill, Note, or Draft is to deliver it to some
one, who thereby acquires a right of action in it.

3. To Present a Bill for Acceptance or Sight is to bring it
to the Drawee, and request him to undertake to pay it.

4. To Present a Bill or Note for Payment is to bring it to
the Principal Debtor and demand payment of it.

5. To collect a Bill, Note, or Draft is to present it for pay-
ment as the Agent of the holder.

6. To Retire a Bill or Note is for one of the parties to it to
buy it up, and so withdraw it from circulation.

7- To Discount a Bill or Note is to buy from the bolder of
it his Right to receive the money due on it.

8. To Domtcile a Bill or Note is to state in it the place
where it is payable.

9. To wtter a Bill or Note is for a person, either himself or
by his agent, to use it in any way whatever to obtain Money or
Credit by means of it.

10. If one person makes himself a party to a Bill or Note,
either by Drawing, Making, Accepting, or Indorsing it for the
use, benefit, or advantage of another person, without receiving
any censideration for so deing or being indebted to such per-
son, such an instrument is termed an Accommodation Bill or
Note ; and the person who so makes himself liable is termed
the Accommodation drawer, maker, aceeptor, or inderser, as the
case may be.

The person for whose use, benefit, or advantage he has so
made himself a party to the instrument has no right of action
against him on it.

11. If a person merely writes a Bill or Note, or signs his
name on one, and then retains it in his own possession, he does
not Draw, Make, Accept, or Indorse it, as the case may be.

12. But if he then Delivers the instrument to another per-
son without consideration, and for his accommodation only, so
that the Transferee acquires a Property in it, the writer Draws,
Makes, Accepts, or Indorses the instrument as the case may be :
but he does not Zssue it.

13. A Billor Note is not Xssued until it is delivered to some
person who is entitled to sue all the parties to it.

14. The consideration of a Bill or Note is any loss or
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detriment to the plaintiff sustained at the request of or for the
sake of the defendant : or any benefit to the defendant moving
from the plaintiff.

Thus cross acceptances for mutual accommodation are re-
spectively considerations for each other.

Effect of Indorsement. When a Bill or Note is made pay-
able to the Payee, or order, it is necessary for the Payee to
Indorse it. If the Payee simply writes his name on the back of
it, it is termed a general Indorsement, or an Indorsement in
blank. Its effect is to make the instrument transferable by
mere delivery, without any further indorsement, exactly like a
bank note or money: and then the instrument is payable to
bearer exactly like a bank note.

Formerly Indorsement was in all cases #ecessary to transfer
the Property in the instrument : but this has long ceased to be
the case in English Law. It became the custom of merchants
in England, which has long acquired the force of Law, that any
Instrument of Credit indorsed in blank may be transferred by
simple delivery, without any further indorsement.

It is, however, still the custom to indorse them on a transfer
—at least there are very few persons who would take them
without indorsement. And the effect of the indorsement is
this, that if the bill is not paid by the acceptor at maturity, and
if the owner or holder of it gives Zmmediate notice to any or all
the preceding parties to it, he has the right to enforce payment
of it from them. .

But this demand for payment must be made without delay ;
in almost all cases within twenty-four hours after the fact of
non-payment is known to the holder. I[f delay be made in
notifying the fact, and demanding payment from the parties
liable, they are absolved, and the holder’s remedy is gone.

Thus, in modern practice, the indorsement is merely a limited
warranty of soundness. There is no other difference between
buying goods or money with a bill, with or without indorsement,
than buying a watch or a horse with or without a limited war-
ranty. It is in all cases a Sale. In the case of a Bill taken
without indorsement, or a horse bought without a warranty, the
sale is final and conclusive : in the case of a bill taken with an
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indorsement, or a horse bought with a warranty, the sale may
be cancelled if the defect be discovered, and the demand made
within the time limited : otherwise it is final and conclusive.

The general rule of English law now is, that if any Instru-
ment of Credit whatever, whether it be a Bank Note, or Bill of
Exchange, be taken in exchange for goods or money in any
transaction without indorsement : or if the period allowed for
making the claim in the case of the unpaid bill be suffered to
elapse, it is a final closing of the transaction, and the receiver
has no remedy against the Transferee if the instrument is not
paid.  The payment is in fact in all vespects as final and valid,
as if it were Money.

Except only in the case of fraud, where the payer knows
that the banker or person whose Bill or Note is tendered was
bankrupt or insolvent.

And exactly the same rule applies to Bank Notes as Bills:
when the Bank of England was founded, it was supposed that
Bank Notes were not transferable at Common Law : accord-
ingly, in the Act founding the Bank it was enacted that its Notes
might be transferable by indorsement, foties guoties. This cus-
tom, however, soon fell into disuse : and also it is not generally
usual to demand an indorsement on a banker’s note : because
it is payable on demand : nevertheless the same rule applies
to bankers’ notes as to bills : the receiver takes them without
indorsement at his own peril.
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Section IIX

On the Bxtinction of Obligations
On the Timits of Credit

48. It has been seen in the preceding sections that Credit is
the name of a species of Incorporeal Property of the same
nature as, but inferior in degree, to Money : and that it fulfils
exactly the same functions as Money, as a medium of exchange
or circulation. Also that it is Property cumulative to Money :
that is, it is over and above money. Credit is in fact to Money
what steam is to water: and while, like that power, its use
within proper limits is one of the most beneficial inventions
ever devised by the ingenuity of man : its misuse by unskilful
hands leads to the most fearful calamities. Credit, like Steam,
has its Limits: and we have now to investigate the proper
Limits of Credit, and to explain the various methods by which
it is extinguished. Because by its very name and nature, it is
always created with the express intention, either of being, or of
being capable of being, extinguished. It is Unextinguishea
Credit which produces those terrible monetary cataclysms
which scatter ruin and misery among nations. It is chiefly by
the excessive use of Credit that over-production is brought
about, which causes those terrible catastrophes called Com-
mercial Crises : and the inability of Credit shops to extinguish
the Credit they have created—commonly called the failures of
Banks—is the cause of the most terrible social calamities of
modern times.

The true Limits of Credit may be seen by the etymology of
the word. Because all Credit is a Promise to pay or do some-
thing in future : and that something, whatever it may be, is the
Value of the promise. That ¢something’ need not necessarily
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be money. It may be anything else. It may be a promise to
do something.

The only real difficulty in the case is, as has been before
reserved, to understand that the mere abstract ¢ Promise to pay’
is independent and exchangeable Property, quite distinct from
the thing itself, and it circulates in commerce by itself.

But of course it is manifest that the Value of the Promise is
the Thing itself : and consequently if the Thing itself fails, the
Promise has lost its Value. This consideration at once shows
the Limit of Credit. Assuming Credit to be, what it is in its
best known form in this country, the Promise to pay Money, it
is quite clear that so long as a person is in possession of suffi-
cient Money to pay his promise when it falls due, the Credit has
not been excessive.

Commercial Credit, however, does not rest upon so solid a
basis as the cerainty of being in the possession of money : for
then it would be as safe as Money itself, and then losses would
be unknown. It is based upon the expectation of being in
possession of Money at a certain time. A trader buys goods,
and in exchange for them he gives his Promise to pay money,
upon the expectation that he will be able to sell the goods for
money before the bill becomes due : or at least that he will be in
possession of Money before that time. That is, he produces or
brings the goods to market, and offers them for sale, in the hope
that they will be consumed or bought. If he brings forward for
sale more of any species of goods than are wanted at that time,
so that they cannot be sold at all : or if they are sold at a lower
price than they cost : it is over-production. He must then pay
his bills out of any other funds in his possession ; or sell other
property to meet them : and if he cannot do so he is ruined.

In times of great speculation and rapid fluctuations of prices,
there is excecding danger of over-production by means of
Credit : especially that abuse of it called Accommodation
Paper, which we shall describe hereafter. A new channel of
trade perhaps is opened, and the first to take advantage of it
make great profits. Multitudes of others hearing of these profits
rush in, all dealing on Credit. The market is overstocked, and
prices tumble down, and the Credit created to carry on these
operations cannot be redeemed.
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Or perhaps a great failure of the food of the people takes
place : merchants expecting that food will rise very high, buy
on Credit at higher prices than usual. If their calculations are
sound, and the price of corn rises to the expected height, they
pay their bills and all is well. But in all such cases there is
the danger of too many merchants speculating in corn, and that
such vast quantities may be poured in so that the price may fall.

Similarly in all changes from peace to war, or from long
continued war to peace, great changes in prices take place, pro-
ducing great destruction of Credit : and at such periods usually
many failures occur.

The institution of Banks and Bankers who create Currency
by means of their Credit, either in the form of Notes or De-
posits, gives a great extension to the Limits of Credit: but yet
the Principle of the Limit remains the same. Credit always
has to be redeemed : and if this can be done the Credit has been
sound. Hence Credit is never excessive, whatever may be its
absolute amount, so long as it always returns into itself.

On the Bxtinction of Obligations

49. We have now to consider the various methods by which
Obligations are extinguished. Credit being the Right to demand
something to be paid or done, and the -Debt being the Duty to
pay or do that something, of course the Payment or the Per-
formance of the thing promised fulfils, discharges, and extin-
guishes the Right as well as the Duty : and thus the Obligation
is absolutely annihilated and extinguished. Commercial Credit
in this country is always expressed to be payable in money : and
it is sometimes supposed that Bills of Exchange are always paid
in Money or in Bank Notes. This, however, is a great error.
There are other methods by which Obligations are extinguished,
besides Payment in Money. And in this country, the amount
of Bills which are paid in money, is infinitesimal compared to
those which are paid in other ways.

There are four different methods by which Obligations may
be extinguished : these are—

1. By Release, or Acceptilation.

2. By Payment in Money.

3. By Renewal, or Transfer, or Novation.
4. By Set off or Compensation.
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On Release 07 Acceptilation

80. As all Contracts or Obligations are created by the
mutual Consent of the parties, so they may be extinguished
and annihilated by the same consent which called them into
existence.

An Obligation was created by the S¢ipulatio, or question and
answer : so if the Creditor chose to release his Debtor, it was
also done by question and answer.

The Debtor said before the legal number of witnesses—
¢What I have promised to you do you regard as received ?
The Creditor said, ‘I do, and have entered it as received.’
(Acceptum fero). He then entered the sum as received in his
ledger : and this was termed Acceptilatio : and was the most
valid and final form of Release.

The Release of a Debdt is in all cases Equivalent (o the
Donation 07 Payment in Money

81. Euler, as we have seen above, says that if a man has
nothing, and even owes §o crowns, he has 50 crowns /ess than
nothing. His Propertyis (- 50) crowns, i.e. he has the Duty to
pay 50 crowns, and nothing to pay them with.

Euler also says that if any one made the Debtor a present of

" 50 crowns to pay his Debt with, though his Property then would
only be at the point o, he would be 50 crowns richer than before.

Euler is right so far as he goes : but he has only stated one-
half of the case. Because the same result may be arrived at in
another way. As the same result follows whoever gives him
the 50 crowns, we may suppose that his Creditor makes him
a gift of 50 crowns. The Debtor may then pay the Debt
by giving the Creditor back his 50 crowns : and the Debt is
discharged : and the Debtor, though now possessing o, is 50
crowns richer than he was before.

The same result may be obtained in a quicker way : suppose
that, instead of the double operation of the Creditor first giving
the Debtor 50 crowns, and then receiving it back, he simply
Rel the Debror from the Debt. Then the Debtor’s Pro-
perty would be o, and he would still be 50 crowns richer than he
was before.

L AA
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Now, if Money be Positive (+), the Gift (+) of Money is
+ x + : and if the Debt be Negative (), the Taking away or
Release (—) of the Debt is — x — : which shows that + x + =
— x — in Economics; as it does in every other branch of
science.

This example shows that the Release of 2 Debt is in all
cases exactly equivalent to a Donation or Gift of Money, or to
a Payment 77z Money : a principle of immense importance in
commerce: and the application of which may surprise the
student.

82. So the Digest says—

¢ Qui Obligatione liberatur videtur cepisse quid.’

¢ He who is Released from an Obligation has gained.

And the Basilica—* 6 é\evfepoiperos évoxijs dokei Tt eiApévar.’

So the Digest—* Per accepti quoque lationem egens Debitor
etiam eam pecuniam qui liberatus est, cepisse videtur.’

¢ An insolvent Deblor, being freed by a Release, has gained
the full amount of what ke is Released from.

So Pothier says—‘ A Release s 2 Donation.’

So Ortolan—‘ The Release /707 a Debt is always classed
as a Donation in Roman Law.

So Von Savigny—*¢ A Simple Contract, or the Release of a
Debt, may be the subject of a Donation.’

¢ The increase of wealth may result from a Credit given to
the Debtor, or the Release of a Debt.

¢ Every Release of a Debt enriches the Debtor. The amount
of the Donation is always equal to that of the Debt, even though
the Debtor is insolvent. Although the Release from a Debt
destined never to be paid seems a thing of no consequence, the
increase of Property does not the less exist. In effect not only
does Property represent a quantity always indeterminate, but its
total Value also may be either Positive or Wegative. [Nega-
tive Property is a Negative Right, i.e. a Debt or Duty.] If]
then, Property is reduced to a Negative Value, the Diminution
of Minus is in Law a change identical with the increase of Plus
for a Positive Value.

‘The Release of a Debt always constitutes a Gift equal to
the amount of the Debt, even though the Debtor is insolvent.’

So the Release of a Debt to a Debtor may be a Legacy
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83. This vesting of the Rigkt to demand and the Duty to
pay in the same person was called Confusio in Roman Law.

How Confusio extinguishes a Debt has given rise to much
subtle speculation; and for centuries puzzled Jurists and
Divines : for the Divines alleged that a Right once created
could never be destroyed : and the Jurists said that, the Right
being transferred to the Debtor, he cannot sue himself; and
therefore that the Debt is extinguished.

This explanation, however, is not satisfactory, because in
some cases a man can sue himself. He may fulfil two charac-
ters or persons: and in one character he may sue himself in
another. And, moreover, this would only show that the Right
is in abeyance, not that it is actually extinguished : and Jurists
have shown that in several cases the Right and the Duty have
separated, although they have vested in the same person. The
considerations, however, which we have presented will give a-
complete solution of the case.

The melease of a Dedbt may Extinguish 27 Obligation 772 Two
ways

84. The Release of a Debt may be considered to Extinguish
an Obligation in two ways—

First Method.—As the Obligation was created by the mu-
tual consent of the two parties : so it may be cancellea or
annihilated by the same mutual consent which called it into
existence.

Now by the general principles of the Theory of Signs; if to

Create an Obligation be denoted by + { +4 xoo} : then to

— 4100
Cancel, Annihilate, Or Decreate an Obligation may be de-
_ [+A4100

noted by {—-,5100}'

Let us now observe the effect of the Negative Sign on each
of the parties to the Obligation.

The Creditor’s Property becomes —(+£100), or —4100
that is, he has Josz £100.

The Debtor’s Property becomes —(— £100) : but —(—£100)
= + £100: that is, the Debtor has gainea (100 : exactly as

explained above.
AA2
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Which shows that to Cancel 2 Debt is exactly equivalent to
making a Gift of Money.

Second Method.—The Creditors Right of action being a
Chattel, Goods, or a Commodity, may be the subject of 2 Dona-
tion, or Gift, exactly like any other Chattel. He may present it
as a Gift to any one he pleases ; and to the Debtor himself as
well as to any one else. Then the Debtor’s Property will be
+ £ 100— £ 100.

These two Quantities cancel each other like +a and — 2 on
the same side of an equation. They vanish together : the Right
is not in abeyance : it is absolutely extinguished. The +£100
ceases to exist as well as the — £100 : and thus the Obligation
is absolutely extinguished.

We may now give an important example of the Release of a
Debt being equivalent to a Payment in Money.

Suppose a Bank which issues Notes wishes to increase its
Capital, and invites subscriptions from the public. But if the
holders of its Notes wish to subscribe, they pay their subscrip-
tions in the Bank’s own notes : and in return they receive so
many shares. Thus the Release of the Bank's Debt is received
as exactly equivalent to a Payment in Money : and that Debdt
Released is Increase o/ Capital to the Bank.

Or if a customer of the Bank wishes to subscribe, he simply
gives the Bank a Cheque on his account : that is, he Releases
the Bank from its Debt to him : and that Debt releasea is
Increase of Capital to the Bank, exactly as the Payment of
Money.

When + £100 cancels — £100 : and when it does not

85. It must be carefully observed that +/£100 and — 4100
in the same person do not always cancel each other in Econo-
mics : it is only in the case where the person has the Righkt to
demand from kimself, and the Duty fo pay to himself, that the
two quantities vanish, and the Contract or Obligation is extin-
guished. Because a person’s Property may be represented by
+£100—£100, and therefore for practical purposes be equal
to o, and yet these two Quantities do not cancel each other.

Suppose that a person has £100 in a Banker’s notes, and at



CH. IV. Payment in Money 357

the same time owes some one else £100. Then his Property
will be +£100-/£100, and in substance = 0 ; but in this case
the + 4100 and the - £100 do not cancel each other : and the
+ 4100 is not extinguished as an Economic Quantity, because
the Debtor may leave his Debt unpaid, and pay away the notes
in commerce.

Suppose that two bankers each hold f10o of the other’s
notes : then the Property of each banker is +£100— £100, and
in substance equals o. But in this case the +/£100 and the
~£100 do not cancel each other: and there are £200 of Eco-
nomic Quantities in existence : and each banker may pay away
the notes of the other.

If, however, they exchange Notes, then each banker has the
Right to demand {100 from himself, and the Duty to pay £100
to himself : and then each of the Obligations is simultaneously
extinguished : because each has performed his Duty of paying
the other by Releasing him from a Debt.

The reason of this is obvious : because if a person possesses
a Right of action against A, that is no fulfilment of his Dusy fo
pay B.

Hence it is only when the Right and the Duty emanate
from the same source and are again revested in the same
source from which they emanated that they are cancelled and
the Obligation extinguished.

On Payment /72 Money

86. The preceding considerations will explain how a Pay-
ment in Money extinguishes a Debt: which few persons have
ever thought of.

Suppose that a person possesses £ 100 in money and owes
£30: then his Property will be £f100—/£30: i.e. he possesses
4100, but coupled with the Duty fo pay £30 at some given
time.

His Creditor's Right to demand is ( + £ 30).

When the Debtor pays the Debt in Money, it may be con~
sidered to take effect in two ways—

1. The Debtor gives the Creditor £30in Money, and the
Creditor gives him in exchange for it the Right of action. The
Debtor now possesses the Right fo demand £ 30 from himself,
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and the Duty to pay £30 to himself: thus the + 430 and the
—£30 cancel each other : the Obligation is extinguished : and
the Debtor’s Property is now £70.

2. The (—£30) denotes the Debtor’s Duty to pay: and
when he has paid, the Duty is performed and extinguished :
the Creditor’s Right to receive the £30 is also satisfied and
extinguished : and thus both Quantities are extinguished, and
the Obligation is extinguished.

The transaction is therefore seen to be an Exchange or
Sale

Thus the Obligation or Contract was originally created by
the Sale or Loan of the Mutuum : and it is annihilated by the
Sale or Exchange called Payment. Hence the Obligation is
created by one Exchange and is annihilated by another.

On Renewal 274 Transfer, 07 Novatio

89. The term ANowvatio in Roman Law meant substituting a
new Obligation for the former one : so that the former one was
extinguished. It was also called ZTransfusio or Translatio.

But this took place in two ways—

1. When the Debtor himself gave the Creditor a new Obli-
gation, which he accepted in lieu and substitution of the
previous one, which was thereby extinguished. The new Obli-
gation is the Price or Payment of the old one. This is called
by us Renewal.

2. When the Debtor transferred to his Creditor an Obli-
gation, or Debt, due to him from some one else. If the Creditor
agreed to receive this new Debt in payment of his Debt, he
thereby discharged his own Debtor, and agreed to receive his
Debtor’s Debtor as his new Debtor. But he might retain his
original Debtor as a Surety in case of failure of Payment by the
new Debtor.

A familiar instance of this is where a Debtor pays his
Creditor in Bank Notes. If the Creditor accepts these Notes
in payment of his Debt, the Debtor is discharged, and the
Creditor agrees to take the Banker as his new Debtor.

So also when a Debtor gives his Creditor a Bill of Exchange
on another person.
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Or if the Creditor and Debtor are both customers of the
same bank, the Debtor may give his Creditor a cheque on his
account ; the Creditor pays in the Cheque to his own account ;
and the banker transfers the Credit from one account to the
other. The banker is now freed from his Debt to the Trans-
ferer, and becomes Debtor to the Transferee.

88. When the new Debtor expressly consented to the
transfer of the Debt he was said to be Delegatus : and the
Transfer of the Credit was termed Delegatio.

This Novatio, or Delegatio, was equivalent to a Payment in
Money.

The Digest says—*Verbum exactz pecuniz non solum ad
Solutionem referendum est sed etiam ad Delegationem.’

So the Basilica~—* 16 pjpa rév drarmbévrov xpnpdrov ov pévoy
els karaBoliy dvagépeabar 8et, dAAa kai és Exrafw.’

¢ The word Payment includes not only Payment in Money,
but also the Transfer of a Credit.’

So the Digest—* Solvit et qui reum Delegat.’

¢ He pays who Transfers another Deblor.

So—*¢ Delegare est vice sud alium reum dare Creditori, vel
cui jusserit.’

¢ Z0 Delegate is to give another Deblor instead of one's self
to the Creditor or to whomsoever he pleases.”

In modern commerce this kind of Novatio is also called an
‘Exchange ’ when effected by persons living in different places.
A person living in one place may be Creditor to one person and
Debtor to another person in some other place. If these two
debts were settled in money, they would evidently require two
transmissions at some expense and trouble. The matter may
evidently be settled by the Debtor living in one place giving
his Creditor living in the other an Order on his Debtor living
in the same place: and thus both Debts will be discharged by
the simple expedient of one person paying the money to his
neighbour in the same place. It is just like a person paying a
Debt by giving his Creditor a Cheque on his banker. The
mass of reciprocal transactions of this nature which take place
between different countries is called the Foreign Exchanges: a
subject we shall have tc investigate fully in a future chapter.
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On 8et Off 0 Compensation

89. If two persons are mutually indebted, each may claim
that the Debt he has against the other shall be taken in pay-
ment of the Debt he owes.

If the mutual Debts are equal, each is Payment in full of the
other : they are weighed and set off against each other. This
is called Set Off or Compensation.

If one Debt is greater than the other; equal amounts
Compensate each other; and the Balance only is paid in
Money.

60. Simple as this principle seems, it took a very long time
both in Roman and English Law to arrive at it.

In early Roman Law Compensation, or Set Off, was not
allowed as a matter of right. Each Creditor had a right of
action against the other.

Afterwards, in the time of Gaius, Compensation was not held
to be Payment: but the Prator, or Equity Judge, allowed a
counter debt to be pleaded as a defence to an action of Debt.

Marcus Aurelius allowed it as a matter of right.

Bankers, however, were always obliged to allow set off for
counter claims, and sue only for the balance. In other cases the
Judge was allowed at his own discretion to allow cross claims.

61. The principle of the early Common Law of England
was exactly the same as the early law of Rome. If two persons
were mutually indebted, each must bring his action against the
other. Equity, however, always allowed Set Off.

In many cases, however, the want of such a legal principle
led to great injustice, and an Act, Stat. 4 Anne, c. 17, allowed set
off in cases of bankruptcy : and this was extended by statutes
2 Geo. II. c. 22,s. 13,and 8 Geo. IL c. 24,s. 4. Now by the
Supreme Court of Judicature Act, when the rules of Equity are
adopted in full, Compensation is a complete answer in all cases :
hence if two persons are mutually indebted, each Debt is Legal
Tender, or Money, for the Payment of the other.

Both Debts, however, must have actually accrued due at the
time of Set off or Compensation. )

As, for instance, if a banker holds the acceptance of his
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customer not yet due, he cannot retain a balance on his current
account to meet it.

So if two merchants hold each other’s acceptances, one of
which is due and the other not due, they cannot be set off
against each other.

62. The following are examples of Set off or Compensation.

1. Suppose two bankers issue Notes and each has got pos-
session of an equal amount of the other’s Notes, say £100.
Then each has a Right of action (+ £100) against the other :
and at the same time a Duly fo pay (— £100) his own Notes.

‘While the Notes of each are in the hands of the other, there
are of course £200 of Rights of action, Credits, or Debts, or
Economic Quantities in existence. But when they meet to
adjust the Payment, each tenders to the other the Rights of
action he has against him in payment of the Debt due from
himself. By this operation each has performed his Duty, and
paid his own Debt by Releasing the other from his Debt. Each
banker has now the Rigkt fo demand from himself and the
Duty to pay himself. Thus both Contracts or Obligations are
extinguished ; and the £200 cease to exist as Economic Quan-
tities.

2. Suppose a banker holds a merchant’s acceptance for £ 100,
which has become due : and suppose the merchant holds £100
of the banker’s notes. When the banker demands payment of
the merchant’s acceptance, the merchant tenders him his own
notes in payment : and, as before, both Obligations are extin-
guished.

3. Suppose two merchants have issued acceptances of equal
amounts, due the same day : and that the acceptance of each
merchant comes into the hands of the other. On the day of
payment, each tenders to the other his own acceptance in pay-
ment of the Debt due from himself. And so both Obligations
are extinguished. We shall give a very striking instance of
this in the next chapter.

4. Suppose a banker holds the acceptance, or discounts the
note of a customer. On the day the bill or note falls due, he
simply writes off from his customer’s account the amount of
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the bill or note : and thus the mutual Debts are extinguished as
before.

Thus we see what a prodigious extension of the system of
Credit the means of extinguishing Credit by other methods than
Payment in Money gives.

Two Branchkes of the System of Credit

63. Having now developed the complete Theory of Credit,
that is explained how Credits, or Debts, are created, exchanged,
or sold, and extinguished, we shall in the two following chapters
exhibit the actual mechanism of the great System of Credit.

The system of Credit is divided into two great branches—
Commercial Credit and Banking Credit. In the first merchants
buy Commodities by means of Credit or Debts payable at a
certain time after date : and these Debts may circulate in com-
merce and effect exchanges exactly like Money, until they are
paid off and extinguished. And Commercial Debts are always
extinguished when they become due.

The second branch is where bankers buy these Commercial
Debts by creating Credits, or Debts of their own, payable on
demand. Banking Credits are created payable on demand, and
must be paid if demanded. But they are not intended to be
paid and extinguished. On the contrary, they are created with
the hope and expectation that they will not be demanded and
extinguished ; but continue in existence and do duty as Money.
There is no necessity that Banking Credit should ever be
extinguished. It may be transferred from one account to
another in the same bank, and from one bank to another to the
end of time. It is quite possible that much of the Banking
Credit which exists at the present day may have been originally
created by the very first banks founded in this country : and
there is no necessary reason why it should not continue to the
end of time. Money is a very expensive machine to purchase
and keep up : but Banking Credits cost nothing to create, and
they may endure for ever.

These two departments of Credit are perfectly distinct, are
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governed by different principles, and are in some respects
antagonistic to each other. The same person should never
carry on both : that is, great bankers should not be merchants,
and great merchants should not be bankers : for the duty of
a banker is often contrary to the interest of a merchant.
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CHAPTER V
ON COMMERCIAL CREDIT

1. HAVING in the preceding chapter investigated the Juri-
dical Theory of the Creation, Transfer, and Extinction of the
Merchandise, or Economic Quantities, termed Credit or Debts,
we have now to exhibit their practical application in Commerce -
in the two following chapters. In this chapter we shall explain
the mechanism of Commercial Credit; i.e. when Credit is used
to transfer commodities or to produce them.

On the System of Credit based upon simultaneous Transters
of Commodities

2. Goods or commodities in the ordinary course of business
pass through the following hands—

1. The grower or foreign importer.

2. The Manufacturer.

3. The wholesale dealer.

4. The retail dealer.

5. The Customer or Consumer.

To the first four of these persons the Goods are Capital,
because they grow or obtain them, manufacture or deal in them,
for the sake of profit : the fifth buys them for the sake of use
and enjoyment. The price the ultimate consumer pays for them
must evidently be sufficient to reimburse the original expenses
of production.

Now, leaving out of consideration, for the present, how the
importer of the goods obtained them, which concerns the foreign
trade of the country, which we do not touch upon here—if he
sells the goods for ready money to the wholesale Dealer, he can
of course immediately import or produce a further supply of
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goods in the room of those he has disposed of. In a similar
way, the wholesale dealer sells to the retail dealer, and if he
were paid in ready money he might immediately effect further
purchases from the merchant, to supply the place of the goods
he had sold. So, also, if the retail dealer were always paid in
ready money by his customer, he might replace the part of his
stock that was sold ; and so if everybody had always ready
money at command, the stream of Circulation or Production
might go on uninterruptedly, as fast as Consumption or Demand
might allow.

This, however, is not the case. Few or no persons have
always ready money at command for what they require. Very
few traders can commence with enough ready money to pay for
all their purchases; and if the stream of Circulation, or Pro-
duction, were to stop until the Consumers had paid for the goods
in money, it would be vastly diminished.

Now, if the wholesale dealer sees that there is a certain de-
mand for goods, if he has no money, and the merchant will not
sell the goods to him except for ready money, he cannot pur-
chase them—there will be no Circulation, and no Profits. But
suppose that the merchant has confidence in the wholesale
dealer’s character and integrity, he sells the goods to the whole-
sale dealer on Credit ; that is, he sells him the goods, and in-
*stead of actual money he takes his Promise to pay three months
after date. That is, he sells the goods in exchange for a Creait
or a Debt, instead of for money. Now this case is a sale
exactly as if the goods were sold for Money. The merchant
cedes the property in the goods to the wholesale dealer exactly
the same in the one case as in the other. Hence we see that
Credit has caused exactly the same Circulation or Production
as Money does. This Debt so created may be recorded in two
ways. (1) Either as a simple entry, a Book Debt in the mer-
chant’s books. (2) It may be recorded in a Bill of Exchange.
But it is quite clear that the Property is absolutely the same in
whichever form it is; though one form may have more con-
veniences than the other.

In a similar manner, the wholesale dealer may sell the goods
on Credit to the Retail dealer, and the Debts may also be re-
corded in two different ways, either as Book Debts or as Bills
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of Exchange. As in the former cases, the same Circulation or
Production has been caused by Credit as by Money.

Lastly, the retail dealer may sell the goods on Credit to the
Consumer, or Customer : and this debt may also be recorded
in two forms, either as a Book debt, or as a Bill of Exchange.
In this case the Debt most usually rests as a simple Book Debt ;
it is very seldom in the form of a Bill of Exchange. But in this
case, as in the preceding one, Credit has had precisely the
same effect as Money in circulating goods. Hence we see that
Credit has had precisely the same effect as Money in Circulat-
ing the goods from the merchant to the Customer.

Moreover, at each transfer of the goods from one holder to
another, it has been necessary to create a fresh Debt ; thereby

-exemplifying the distinction we have already pointed out between
Credit and Bills of Lading; because if the goods had passed
through so many transfers, the same Bill of Lading would
always have accompanied them.

Now, the Debt for which the Merchant sold the goods to the
wholesale dealer, is no doubt valuable Property to him, because
he knows it will be paid in time. Similarly, the Debts for
which the other parties sold the goods are also valuable Pro-
perty to them. Credit, even so far as this, would be of great
assistance to Production ; and the vast amount of it generated
in this way would be valuable Property to its Owners. But in.
this state it would be of no further use to its owners, It might,
therefore, be aptly compared to so much dead stock.

3. It appears from Sir Francis Child, that before the insti-
tution of Banks in this country commercial bills were not trans-
ferable ; as it was supposed that it was contrary to the Common
Law. He was very desirous of introducing the Dutch custom ;
when every person who bought goods on Credit was obliged to
give a Note of hand, which the seller of the goods could put
into circulation like so much money, and make use of in further
purchases.

The next step, therefore, is to make this dead stock negoti-
able or exchangeable ; i.e. to make the Debts themselves sale-
able commodities ; to sell them either for ready money, or for
other Debts of more convenient amount and immediately ex-
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changeable for money on Demand, and therefore equivalent to
money.

There are two classes of traders whose especial business
is to buy these commercial Debts, and so to give activity and
circulation to this enormous mass of valuable Property, and
convert it from dead stock into further Productive Power.

The first class of these traders are called Bil1 Discounters ;
i.e. buyers of Debts ; they buy these debts with money. The
second class are called Bankers ; they buy these commercial
Debts by creating other Debts payable on demand.

The general practice of selling these Commercial Debts
seems to have arisen when the London goldsmiths began the
trade of banking. Having large sums deposited with them, for
which they agreed to pay interest, they were obliged to trade
with them to obtain the profit out of which they had to pay the
interest.

The merchant having drawn a Bill on the wholesale dealer
sells it to the banker, and receives in exchange for it a Credit
termed a Deposit payable on demand, which has all the ad-
vantages of ready money. Thus, the banker buys one Debt,
which is a valuable Property, by creating another Debt, which
is also valuable Property; and it must be carefully observed
that is not a cancelment of Debts, as many suppose, but an
Exchange of valuable Properties.

In a similar way the other parties, manufacturers and whole
sale dealers, have Debts which they also sell to their bankers
for Credit, or Deposits, payable on demand, and thus the whole
mass of commercial Debts is converted into Productive Capital.
The different parties have now the full command of ready money
for any purposes they require ; and can continue the stream of
production without interruption ; and as their bills fall due they
have only to give an order on their banker.

Credit used by Foreign Merchants

4. The supposed non-alienability of debts in English
Common Law impeded the circulation of Bills in this country
for a long time ; but there was no such restraint on the Con-
tinent, where Debts were as saleable as any other property.
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This was strikingly exhibited on the Continent before Banks
undertook the discounting of Mercantile Bills; and the power
of Credit, or Purchasing Power, independent of, and over and
above money, was strikingly exemplified.

At several great centres of Commerce, Antwerp, Lyons,
Brussels, and many others, there were held great fairs at cer-
tain periods. The Continental merchants, instead of making
their bills payable at their own houses, where they must have
kept cash to meet them, made them payable only at these fairs.
In the meantime their bills circulated throughout the country
like money, and got covered with indorsements. On a certain
day of the fair the merchants met and adjusted their mutual
claims, and if their claims were equal, they were of course
balanced and paid by being exchanged against one another, by
the principle of Compensation. By this means an enormous
Commerce was carried on without any specie. Boisguillebert,
one of the morning stars of modern Economic Science, says
that at the fair of Lyons, transactions to the amount of
80,000,000 were settled without the use of a single coin.

Exaggerated Ideas of the Security of Real Bills

5. The above are the fewest number of hands that goods in
the ordinary course of business pass through, and it is clear
that on their passage from the manufacturer or importer to the
customer, they will give rise to at least two bills, if not to three.
They are all regular business bills ; they originate from real
transactions ; they are what are called Real or Walue Bills,
and they are what arise out of the regular and legitimate course
of business, and they are the great staple of what bankers pur-
chase. It is a very prevalent opinion even among men of
business that Real bills are essentially safe, because they are
based upon real transactions, and always represent property.
But the foregoing considerations will dispel much of the security
supposed to reside in real bills on that account; because we
have seen that in the most legitimate course of business, there
will generally be two bills afloat originating out of the transfers
of any given goods, so that in the ordinary way there will be ;
at least twice as many bills afloat as there are goods to which .
they refer. '
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The above operations are only what arise in the ordinary
course of business; sometimes, however, goods may change
hands much more frequently, and at every transfer a bill may
be created. In times of speculation transfers are often much
more numerous, and all the bills created on these transfers are
technically Real bills, but it is evidently a delusion to suppose
that there is any security in them on that account. The whole
misconception arises from an error in the meaning of the word
¢ represent’ A Bill of Lading does, as we have said above,
represent goods ; and whoever has the Bill of Lading has the
Property in some specified goods. But a Bill of Exchange does
not represemt any goods at all. It represents nothing but
Debt ; not even any specified money. It is created as a sub-
stitute for money to transfer goods, but it does not represent
the goods any more than Money represents goods. This was
long ago pointed out by Thornton in his Essay on Paper Credit.
“In order to justify the supposition that a real bill, as it is
called, represents actual property, there ought to be some
power in the bill holder to prevent the property which the bill
represents from being turned to other purposes than that of
paying the bill in question. No such power exists; neither the
man who holds the bill nor the man who discounts it has any
property in the specific goods for which it was given.” This is
perfectly manifest ; it is contrary both to the law and nature of
Bills that they should be tied down to any specific goods. The
real security of the Bill consists in the general ability of the
parties to meet their engagements, and not in any specific goods
it is supposed to represent.

On Accommodation Bills

6. In the case we examined of a bank buying the bill of A
upon B, the transaction was already effected upon which it was
founded. A had sold the goods to B for which he was entitled
to be paid on a future day, before he drew the bill on him ; and
originally all bills of Exchange represented previously existing
Debts, and they bore on their face the words “for value re-
ceived ” to testify the fact. Consequently, when A discounts
the bill, founded upon that transaction with the bank, it must
be carefully observed that he is simply selling a Debt which is

L BB
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his existing property. And so long as Bills of Exchange are
restricted to representing pas¢ transactions, their negociation is
not borrowing money as is commonly understood. But the
sharpness of traders discovered that they might be applied to
Juture transactions.

In the case of a past transaction, A simply sells his debt to
the bank and obtains the money to which he is entitled, and B
pays to the bank the money he would have otherwise paid to
A, at the expiration of the Credit. But B may lend his name
to A without any real transaction having taken place between
them. Then, if B accepts a bill to A, A may discount that
bill with the bank, and with the proceeds he may purchase
goods, sell them to C and take C’s bill in payment of them,
which would then be a real transaction. Now, this not being
based on any previous transaction, is in itself a completely new
transaction, and such a Bill is called an Accommodation Bill.

The practical effect of this transaction is that B stands
security to the Bank for the money advanced to A; and there
is nothing in the nature of such a transaction worse than for
one man to stand security for another in any commercial trans-
action. A great deal has been said and written about the
difference between Real and Accommodation Bills; and while
no terms of admiration are too strong for the first, no terms of
vituperation are too severe for the latter. Thus Mr. Bell says—
“The difference between a genuine commercial bill and an
accommodation bill is something similar to the difference be-
tween a genuine coin and a counterfeit one,”—as if the fact of
negociating an Accommodation Bill were in itself one of moral
turpitude. It is also generally assumed that Real Bills possess
some sort of additional security because it is supposed that
there is property to represent them. We have already pointed
out the error of this idea. In fact, both Real and Accommo-
dation Bills have exactly the same degree of security— they
constitute a general charge upon the whole estate of the
obligants upon them. The objection to Accommodation Bills,
therefore, on this ground is futile.

The essential distinction between Real and Accommodation
Bills, is that one represents pas’, and the other fufure trans-
actions. In a Real bill goods /kawve been purchased which are
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to meet the bill : in an Accommodation bill goods are o be
purchased which are to meet the bill. But this is no ground
for preference of one over the other. A transaction which 4as
been done may be just as wild, foolish, and absurd as one that
has to be done. The intention of engaging in any mercantile
transaction is that the result should repay the outlay with
profit. There is no other test of its propriety but this in a mer-
cantile sense.

The common objections against Accommodation Bills are
futile and wide of the mark. Whether a Bill be a good and a
safe one, has no reference to whether it represents a Pasf or a
Future transaction, but whether it be a safe and judicious one
in itself, and the’ parties to it respectable and of sufficient means
to meet their liabilities.

The true objections to Accommodation Paper are of a dif-
ferent nature. As Real Bills only arise out of the transfers of
property, the number of them must be limited in the very
nature of things. However bad and worthless they may be
individually, they cannot be multiplied beyond a certain extent.
There is therefore a limit to the calamities they cause. But
Accommodation Bills are means devised to extract funds from
bankers to speculate with ; and consequently these speculations
may be continued as long as these funds can be extracted.

This system of Accommodation Paper of different descrip-
tions is one of immense importance in modern commerce, and
has produced great calamities, which are so intimately inter-
woven with banking, that we shall defer further consideration
of it till the next chapter, which treats of the operations of
Banking.

Distinction between Bills of Exchange and Bills of Lading

7. The distinction between Bills of Exchange which are
Credit, and Bills of Lading which are Documents of Title, is of
so subtle a nature, and of such momentous consequence, that it
will be well to illustrate it further. It has been seen that any
amount of Property may, by repeated transfers, give rise to any
number of Bills of Exchange, which are all bond fide ; just for
the same reason that every transfer would require a quantity of
Money equal to the Property to transfer it. Even supposing

BB2
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that the price remained the same at each transfer, it would
require 20 times £20 to circulate goods to the value of £20
twenty times. But also £20 by twenty transfers may circulate
goods to the value of 20 times £20. So a Bill of Exchange may
represent the transfers of many times the value of goods ex-
pressed on its face. This is the case whenever a Bill is indorsed
or passed away for value: and the bill represents as many
additional values expressed on the face of it as there are In-
dorsements.

Thus, suppose a real transaction between A and B: A draws
upon B: that represents on¢ transaction, or transfer of goods.
A then buys something from C:.and in payment of these goods
C might draw upon A: in a similar way as A drew upon B.
But instead of this A may pay for the goods bought from C by
selling to him the Bill he drew upon B: at the same time in-
dorsing it. The Bill has now effected Zwo transfers of goods.
In a similar way C may huy goods from D, and pay for them
by indorsing over the Bill he received from A. The bill has
then two indorsements and represents #%7ee transfers of goods.
In a similar way it may pass through any number of hands and
effect any number of exchanges. When C indorsed over the
bill to D, he merely sold him the Debt which A had previously
sold to him. Now that might be done either by drawing a
fresh bill on B,.cancelling the first, or simply indorsing over the
bill he received from A. Hence every indorsement isequivalent
to a fresh drawing. But if he draws a fresh bill on B, it will
represent nothing but B’s debt to him: whereas if he indorses
over the bill he received from A, it will represent B’s debt to A ;
A’s debt to C; and C’s debt to D: and consequently it will be
much more desirable for D to receive a bill which represents
the sum of many previous transactions, and for the payment of
which so many parties are bound to the whole extent of their
estates. About sixty years ago the Circulating Medium of Lan-
cashire consisted almost exclusively of Bills of Exchange, which
had sometimes as many as 150 indorsements on them before
they came to maturity.

This also shows that no true estimate of the effect of bills in
circulation can be formed from the returns to the Stamp Office,
as has sometimes been attempted to be done, as every indorse-
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ment is in effect a new bill. So that the useful effect of a bill
is indicated by the number of indorsements on it, supposing
that every transfer is accompanied by an indorsement, which is
not always the case.

But indorsements on a Bill of Lading have a different mean-
ing: because a Bill of Lading is bound down to the goods, and
accompanies them however many the transfers may be. Hence
ten indorsements on a Bill of Lading denote that the same
goods have been transferred ez times: ten indorsements on a
Bill of Exchange denote that ¢/even times the amount of goods
have been transferred once.

On Credit created for the purpose of being applied to the
Formation of Wew Products

8. The operations of Credit we have considered were for the
purpose of transferring commodities either which had been
purchased, or which were to be purchased : but which might be
supposed to be already in existence.

But since Credit is,as we have seen, Exchangeable Property,
and a substitute for Moneyj, it is clear that it may be applied
equally as well as Money to bring zew products into existence.
The limits of Credit in this case are exactly the same as in the
former case—namely, the power of the proceeds of the work to
redeem the Credit.

As an example of such a creation or formation of a product,
we 1nay take such a case as this:—

Suppose that the Corporation of a town wishes to build a
Market place, but has not the ready cash to buy the materials,
and pay the builder’s and workmen’s wages. It may be a matter
of certainty that if the Market place were once built, the stalls
in it would be taken up, and the rents received would liquidate
the Debt incurred in erecting it. But as the workmen cannot
wait until that time, but require immediate cash to purchase
necessaries, it is clear that unless there is some method of
providing ready payment, they cannot be employed. In such a
case- they might borrow money on their own boads, repayable
at a future period. These bonds would be the creation of Pro-
perty. They are the Right to demand a future payment: and
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are valuable exchangeable Property, which may be bought and
sold like anything else.

But the Corporation need not borrow money. They might
create their own Obligations, payable after a certain time, small
enough to be received in payment of wages, and be readily
received by the dealers in the town, and perform all the func-
tions of a Currency, and be equivalent to Money. They would
be equally efficacious in producing or forming the Market hall
as so much Money. And the Market hall itself would be
Capital, because it would produce a profit. As the stalls were
let and the rents received for them, the bonds might be re-
deemed, and the Debt cleared off. It is said that several
Market halls have been built by adopting this plan.

Credit, in fact, being Purchasing Power, may be used to
purchase Labour as well as commodities : and that Labour may
be employed in jforming or producing things as well as in
circulating them.

In the next chapter we shall show that Companies have
been formed on the Continent for the express purpose of pro-
moting improvements in agriculture on this principle, and have
been the main cause of the prosperity of these countries.

But where institutions are very solid and enjoy high Credit,
they may issue Notes payable on demand for the express pur-
pose of such operations. The immense improvements in agri-
culture and all public works in Scotland have been effected by
the Scotch Banks issuing 41 notes: and such is their solidity
that their £1 notes are as readily received in Scotland as money,
and produce exactly the same effects as so much money.

In all cases whatever Credit is merely the Present Value
of the future payment, and if it is profitable to advance Money
for any operation to be replaced with a profit by the result of
the operation, it is of course equally profitable to create an
equal amount of Credit, which will be redeemed with a profit
by the result of the operation.

Thus Money and Credit have exactly the same effects on
the Production of commodities which by the unanimous consent
of Economists includes both their formation and their transfer :
and therefore Credit is Productive Capital exactly in the same
way and in the same sense as Money is.
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CHAPTER VI
THE THEORY OF BANKING

On the Meaning of the words Bank and Banker

1. WE have now to explain the mechanism of the second
great department of the System of Credit—the business of
Banking. But, as great misconception prevails as to the mean-
ing of the words Bank and Banker, it is essentially necessary
to clear it away.

On the Meaning of Bank

2. It has often been said in recent times that the word Bank
is derived from the Italian word Banco, a bench, because it is
alleged that the Italian money-dealers or money-changers kept
a bench on which their money was piled : whence they are said
to have been called Banchieri.

This, however, is a complete error : for the Italian money-
changers were never called Banchieri as such in the middle
ages. They were called Cambiatores, Campsores, Speciaris,
Argentarii, Nummaularii, Trapezite, Daniste, Collybist®, and
Mutuatores, but never Banchieri : and their places of business
were not called danchi, but Casane.

The true origin of the word Bank is this. In the year 1171
the City of Venice was at war both with the Empires of the
East and the West. Its finances were in great disorder, and
the great Council levied a forced loan of 1 per cent. on the
property of all their citizens, and promised them interest at
5 per cent. Commissioners were appointed to manage the
loan, who were called Camera degli Imprestiti. Such a loan has
several names in Italian, such as Compera, Mutuo, but the
most usual is Monte, a joint-stock fund. This first loan was
called the Monte Vecchio ; subsequently two other loans were
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contracted called Monte Nuovo,and Monte Nuovissimo. In
exchange for the money contributed by the citizens, they re-
ceived Stook Certificates, or Credits, which they might trans-
fer to any one else: and the Commissioners kept an office
for the transfer of the stock and the payments of the dividends.

At this time the Germans were masters of a great part of
Italy, and the German word Banck came to be used as synony-
mous with the Italian word ™onte : and was Italianised into
Banco : and the loans or public debts were called indifferently
Monti or Banchi.

Thus Muratori, after noticing the absurd derivation of danco
from abacus, says—* To me, on the contrary, the word seems to
have come from the German word Banck, which is a very ancient
word in that language,’ and he says that danco was first used as
a store in the town of Brescia.

So also Ducange says—*‘Bank is therefore of Franco-Ger-
man or Saxon origin, no other is to be sought for.’

So a recent Italian writer, Cibrario, says—* Regarding the
Theory of Credit which I have said was invented by the Italian
cities, it is known that the first Bank or Public Debt (il primo
Banoco 0 Debito Pubblico) was erected at Venice in 1171. In
the 13th century paper money is mentioned at Milan: the
credit was paid off. A Monte or Public Debt (un Monte 0
Debito Pubblico) was founded at Florence in 1336 . . . .

¢ At Genoa during the wars of the fourteenth century the
Bank of St. George was established, formed of the Creditors of
the State.

So in Florian and Torriani’s Italian Dictionary, 1659, it is
said—‘ Monte, a standing Bank or Mount of money, as they
have in divers cities of Italy.’

Thus Monte and Banco mean a Heap or Mound, and thus
denoted a common or joint-stock fund, formed by the contribu-
tions of a number of persons.

3. And this was the meaning of the word when it was first
introduced into English.

Thus Bacon says—¢ Let it be no Bank or Common Stock,
but every man be master of his own money.’

So Gerard Malynes, in 1622, speaks of Mons Pietatis or
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Banke of Charity ; and says that in Italy there ¢ are Montes
Pietatis, that is, Mounts or Bankes of Charity.

So Benbrigge, in 1646, speaks of the ¢ Three Bankes of
Venice,’ meaning the three public loans. Also—¢In their rescue
may be collected Mons Pictatis sive Charitalis, or Banke of
Piety or Charity, as they of Trent fitly call it.” Again—*For
borrowers in trade, for their supply as their occasions shall
require, may be erected Wons Negotiationis, or Banke of Trade.
He also quotes from Tolet, who speaks of two kinds of Banks,
namely, Mons Fidei, or Banke of Truste, which Clement XII.
instituted at Rome : he that put his money into this Banke was
never to take it out again, and received 7 per cent.: and of
Mons Recuperationis, or Banke of Recovery, of which the
interest was 12 per cent. These were simply perpetual and
terminable annuities, where the higher interest of the latter was
in fact repayment of the principal.

So Samuel Lambe, a London merchant, advocating the
formation of a Bank in 1658, says—¢ A Bank is a certain num=
ber of sufficient men of estates and credit joined together in
Joint Stock, being as it were the general cash-keepers of that
place where they are settled ; letting out Zmaginary money (i.e.
Credit) at interest at 24 or 3 per cent. : to tradesmen and others
that agree with them for the same: and making payments
thereof by assignation, and passing each man’s account from one
to another, with much facility and ease.’

So Blackstone says—‘ At Florence, in 1344, Government
owed £60,000, and being unable to pay it, formed the prin-
cipal into an aggregate sum called metaphorically a ¥ount or
Bank.’

So the Bank of England was formed of a company or asso-
ciation of persons who advanced a sum of money to Govern-
ment, and received in exchange for it a perpetual Annuity: a
Right to a series of payments for ever from the State. This
Annuity is in popular language called the Funds, but the legal
name is ¢ Consolidated Bank Annuities,’

There has only been one instance in this country of a ¢ Bank’
which did not receive deposits in cash, Soon after the founda-
tion of the Bank of England, a company of persons united to
advance a willion to Government. They were incorporated
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under the title of the ¢ Million Bank.’ It continued till nearly
the end of the last century.

Now, the essential feature of all these Banks was this : the
subscribers advanced the money as a loan or Mutuum: and
thus it became the absolute property of the borrowers : and in
exchange for their money they received a Credit : i.e. certificate
or Promise to pay interest : and the very essence of ¢ banking ’
is to receive money as a Mutuum, and give in exchange for it
Credits, or Debts, or Promises to pay.

On the Meaning of Banker

&. Great misconception also prevails as to the meaning of
Banker, and the nature of Banking business.

It is popularly supposed that ¢ a banker is a dealer in capital,
or more properly a dealer in money. He is an intermediate
party between the borrower and the lender. He borrows of one
party and lends to another, and the difference between the terms
at which he borrows and those at which he lends forms the source
of his profit.’ ' .

So a Committee of the House of Commons says—¢ The use
of money, and that only, they regard as the province of a Bank,
whether of a private person or the banking department of the
Bank of England.’

These extracts show a profound misconception of the nature
of the business of Banking.

In former times there were many persons who acted as inter-
mediaries between persons who wanted to lend and persons who
wanted to borrow. They were called Money Scriveners. The
father of John Milton was a money scrivener. But no one ever
called a money scrivener a banker.

At the present day a firm of Solicitors may have some clients
who wish to lend, and other clients who wish to borrow. The
first set may entrust their money to the firm to lend to the
second set. Thus they act as intermediaries between persons
who wish to lend and those who want to borrow : and they
receive a commission on the sums which pass through their
hands. But no one ever called a firm of solicitors who transact
such business ‘ bankers,’ which shows that there must be an
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essential difference between such business and the business of
banking.

A firm of solicitors who transact such business do not ac-
quire any Property in the money which passes through their
hands. They merely receive it as a Depositum or Bafiment :
and they are only custodians or Trustees of the money : and it
is only entrusted to their custody for the express purpose of
being applied. in a certain way. The actual property in the
money passes directly from the lender to the borrower, through
the medium of the Trustees or Bailees : and if the latter appro-
priated it in any way to their own purposes, they would be liable
to be punished for embezzlement.

But the essential feature of a ‘Banker’is that when his
customers pay in money to their accounts they cede the Pro-
perty in the money to the banker. The money placed with him
is not a Depositum but 2 Mutuum : or Sale of the money to
the banker. He buys the money, and gives in exchange for it
a Credit in his books, which the customer may transfer to any-
one else he pleases, or he may demand payment of it.

Thus Galiani says—‘ The first Banks were in the hands of
private persons with whom persons deposited money, and from
whom they received Bills of Credit (fzd% d Credito), and who
were governed by the same rules as the public banks now are.
And thus the Italians have been not only the fathers and the
masters, and the arbiters of commerce, so that in all Europe
they have been the depositaries of money, and are called
Bankers.’

So Genovesi says—* These Monti were at first administered
with scrupulous fidelity, as are all human institutions made in
the heat of virtue. From which it came to pass that many
placed their money on deposit, and as a Security received paper
which was called and is still called Bills of Credit. Thus
private banks were established among us whose Bills of Credit
acquired a great circulation, and increased the quantity of signs,
and the velocity of commerce.’

And this was always regarded as the essential feature of
‘ Banking.’ Thus Marquardus says—‘ And by “ Banking ” is
meant a certain species of trading in money, under the sanction
of public authority, in which money is placed with bankers
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(who are also cashiers and depositaries of money) for the
security of creditors, and the convenience of debtors in such a
way that the Property in the money passes to them : but always
with the condition understood that any one who places his
money with them may have it back whenever he pleases.’

It is of such importance to fix clearly on the student’s mind
the true relation between banker and customer that we may
quote the words of Lord Chancellor Cottenham—*¢ Money when
paid into a bank ceases altogether to be the money of the prin-
cipal : it is the money of the banker, who is bound to return an
equivalent by paying a similar sum to that deposited with him,
when he is called for it. The money paid into the banker’s is
money known by the principal to be placed there for the pur-
pose of being under the control of the banker. It is then the
banker’s money : he is known to deal with it as his own : he
makes what profit of it he can: which profit he retains to him-
self, paying back only the principal according to the custom of
bankers in some places : or the principal and a small rate of
interest according to the custom of bankers in other places.
The money placed in the custody of a banker is to all intents
and purposes the money of the banker to do with as he pleases:
he is guilty of no breach of trust in employing it : he is not
answerable to the principal if he puts it in jeopardy if he engages
in hazardous speculation.’

A ‘manker, therefore, always buys money with his own
Credit: and, moreover, when he buys Commercial Debtshe always
does it with his own Credit also : and experience shows that his
Credit may exceed the cash in his possession several times.
Thus the business of a ‘ banker’ is essentially to create Creait.

The following is the true definition of a ¢ Banker : '—

A Banker s a lrader whose business is lo buy Money and
Debts iy creating o//cr Debts.

As will be exemplified more fully in a subsequent section.

On the Currency Principle

8. We must now explain the meaning of an expression
which has been frequently used in recent discussions, and which
must be clearly understood before we come to the exposition of
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the system which the Bank Charter Act of 1844 is designed to
carry out.

The express function and purpose of a Bank being to create
Credit, it has been sometimes asserted that a Bank should
only be allowed to create exactly as much Credit as the specie
paid in, and no more. And that its sole function should be to
exchange Credit for Money and Money for Credit: and thus
the quantity of Credit would always be exactly equal to the Money
it displaces.

This doctrine is that which is distinctively known by the
name of the Currency Principle : it is the doctrine which the
supporters of the Bank Charter Act of 1844 asserted to be the
only true one : and which that Act was intended to carry out.

This doctrine was first clearly formulated in China in 1309 :
That country had been plagued with excessive issues of incon-
vertible paper for nearly 5oo years. The author of a work
Tsao-min exhibiting the evil consequences of excessive issues of
Paper Money, and speaking of the times before such mischiefs
took place, said—¢ Then it was ordered that at the offices of the
rich merchants who managed the enterprise, when the Notes
were paid in the Money came out : when the Bills came out
the Money went in : the Money was the mother, the Note was
the son. The son and the mother were reciprocally exchanged
for each other.’

Several Banks have been constructed on this principle :
such as those of Venice, Amsterdam, Hamburg, Nuremberg,
and others.

These places, small in themselves, were the centres of a
great foreign commerce : and as a necessary consequence large
quantities of foreign coin of all sorts of different countries and
denominations were brought by foreigners who resorted to
them. These coins were moreover greatly clipped, worn, and
diminished : This degraded state of the current coins produced
intolerable inconvenience, disorder, and confusion among mer-
chants, who, when they paid or received payment of their bills,
had to offer or receive a bagful of all sorts of different coins.
The settlement of these bills, therefore, involved perpetual dis-
putes—which coins were to be received and which were not,
and how much each was to count for. In order to remedy this
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intolerable inconvenience, it became necessary to institute some
fixed and uniform standard of payment, so as to insure regu-
larity and a just discharge of debts. In order to effect this the
Magistrates of these cities instituted a Bank of Deposit, in which
every merchant placed his coins of different kinds and nations.
These were all weighed and the Bank gave him a Credit in its
books for the exact Value of the Bullion deposited. The owner
of the Credit was entitled to have it paid in full weighted coin
on demand. These Credits, therefore, insured a uniform stan-
dard of payment and were called Bank Momey : and it was
enacted that all Bills upon these respective cities above a
certain amount should be paid in Bank Money only. As this
Bank Credit, or Bank Money, was always exchangeable for
coin of full weight on demand, it was always at a premium or agio
as compared with the worn, clipped, and degraded coin in circu-
lation. The difference was usually from 5 to 9 per cent. in the
different cities. The term agéo or premium is misleading :
because it is clear that the Bank Money was the true standard,
and the current coin was at a discount. These Banks professed
to keep all the coin and bullion deposited with them in their
vaults. They made no use of it in the way of business, as by
discounting bills. Thus the Credit created was exactly equal to
the specie deposited : and their sole function was to exchange
Specie for Credit, and Credit for Specie.

These Banks were examples of the Currency Principle.
They were of no further use to commerce than that they served
as a safe place to keep the merchants’ money in : and that they
insured a uniform standard of payment of debts. They made
no profits by their business : and no Bank constructed on the
Currency Principle ever did, or ever could by any possibility
make profits by business. The merchants who kept their
accounts with them paid certain fees to defray the expenses of
the establishment.

This Currency Principle is not only advocated as the sound -
one by many influential writers, especially those to whom the
Bank Charter Act of 1844 is due, but Mill goes further: he
says—

¢ Further consideration showed that the uses of money are
in no respect promoted by increasing the quantity which exists
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and circulates in a country, the service which it performs being
as well rendered by a small as by a large aggregate amount. . . .

¢ Another of the fallacies from which the advocates of an
inconvertible currency derive support is the notion that an
increase of the curvency quickens industry. This idea was set
afloat by Hume, in his essay on money, and has had many
devoted adherents since. . . .

¢ The substitution of Paper for Metallic Currency is a na-
tional gain, any further increase of paper beyond this is
but a form of robbery.

¢ An issue of notes is a manifest gain to the issuers, who,
until the notes are returned for payment, obtain the use of
them as if they were real capital : and so long as the notes are
no permanent addition to the currency, but merely supersede
gold and silver to the same amount, the gain to the issuer is a
loss to no one: it is obtained by saving the community the
expense of the more costly material. But if there is no gold
and silver to be superseded—if the notes are added to the cur-
rency, instead of being substituted for the metallic part of it—all
holders of currency lose by the depreciation of its value the
exact equivalent of what the issuer gains. . .

¢ When metallic money has been entirely superseded and
expelled from circulation by the substitution of an equal amount
of bank notes, any attempt to keep a still further quantity of
paper in circulation must, if the notes be convertible, be a com-
plete failure. The new issue would again set in motion the
same train of consequences by which the gold coin had already
been expelled. The metals would, as before, be required for
exportation, and would be for that purpose demanded from the
banks to the full extent of the superfluous notes, which thus
could not possibly be retained in circulation.’

We shall now proceed to give an exposition of the actual
mechanism of banking, and the student will see how far these
assertions are borne out by the facts.

On the Mechanism of Banking
6. Banks of the nature of those of Venice, Amsterdam, and
Hamburg never existed in this country, and we must now
explain the mechanism of the great system of Banking, or the
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great system of the commerce in Debts, Credits, or Choses-irn-
action, as it has been carried on in this country.

It was during the great civil war, as we have explained
elsewhere, that the goldsmiths of London first began to receive
the cash of the merchants and country gentlemen for safe
custody, on condition of repaying an equal sum on demand.

Now this money was not placed in their hands to be locked
away idle in their cellars, as plate and jewelry are often given
to the care of a banker as a Depositum, and to be restored 7z
specie. The Money was sold to the banker as a Mutuum, to
be restored only 77 genere. And they agreed not only to repay
it on demand, but to pay 6 per cent. interest for it: conse-
quently they were obliged to trade with it in order to make a
profit.

We must now explain how a Banker trades with inoney.

Suppose his customers pay in £10,000 to their accounts :
then the Money becomes the banker’s absolute property as a
Mutuum. In fact, he Buys the money from his customers,
and in exchange for it he gives them a Credit in his books :
that is, he creates a Right of action against himself for an equal
amount. This Right of action, Credit, or Debt, in Banking
language is termed a Deposit.

After such an operation his accounts would stand thus—

Liabilities. Assets.
Deposits . . . £10,000 | Cash . . . £10,000

Now, though his customers have Rights of action against
the banker to demand back exactly an equal quantity of money
as they have paid in, yet persons would not place money with
their bankers if they meant to draw it out again immediately :
just as no one would spend at once all the money he had.
Nevertheless, some will want to draw out part of their funds :
but if some customers want to draw out money, others will
probably pay in about an equal sum. It may be said that in
ordinary and quiet times a banker’s balance in cash will seldom
differ by more than one thirty-sixth part from day to day. So
that if he retains one fentk of his cash to meet any demands
which may be made upon him, that is ample and abundant in
all ordinary times.

-
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If then, in the above example, the banker retains £1,000 in
cash, he has £9,000 to trade with: and it is just in the method
in which bankers trade that so much misconception exists.

It is commonly supposed that when a banker has the £9,000
to trade with he employs it in purchasing bills, and so receives
a profit only on the £9,000. But that is a complete misconcep-
tion of the nature of ¢ banking.’

The way that a ‘banker’ trades is this.—He sees that £1,000
in cash is sufficient to bear liabilities of £10,000 in Credit : con-
sequently he argues that £10,000 in cash will bear liabilities to
several times that amount in Credit.

Good commercial bills are the most eligible investment of a
banker : he then buys perhaps £ 40,000 of commercial bills : and
he buys those bills exactly in the same way as he bought the
Cash, ie. by creating Credits or Debts, or Rights of action
against himself, in his books, to the amount of the bills, deduct-
ing at the same time the Interest or Profit agreed upon, which
is then called Discount.

The Credit, or Right of action against himself, and placed
to the accounts of the customers, is equally termed a Deposit
as the Credit created in exchange for the Cash. Supposing that
the Rate of Interest or Profit agreed upon was 4 per cent. per
annum, and the bills were at three months, the sum to be re-
tained, or the Discount, would be £400. Consequently, in
exchange for Bills to the amount of £40,000 he would create
Credits or Deposits against himself to the amount of £ 39,600.

Hence, just after buying these bills his accounts would stand
thus—

Liabilities. Assets,
Deposits . . . . £49,600 | Cash . . . . Z£r0,000
Bills of Exchange . 40,000
£49,6oo £50,coo

By this process the ¢ Banker’ has added /39,600 in Credit
to the previously existing cash : and his profit is clear : he gains
4 per cent. on the £40,000.

Now this is essentially what the business of ¢ Banking ’ con-
sists in : and hence the correctness of the definition of a ¢ banker’
given above is manifest.

L ccC
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¢ A Banker is a trader whose business consists in Buying
Money z7d Debts 5y Creating ot/cr Debts.

Thus we see that the distinctive and essential feature of a
Bank and a Banker is to create and issue Credit payable on
demand : and this Credit may be put into circulation and serve
all the purposes of Money.

On a Common Brror respecting Deposits

7. The student must be carefully on his guard against a
widely prevalent error respecting the nature of Deposits. It is
very common to speak of the Deposits in a bank as the cash
deposited in the Bank. This is the first error: as the cash
deposited is not a Depositum but a Mutuum : which we have
already seen are essentially distinct. In the next place, it is not
the cash in a bank which is, in banking language, the Deposit ;
but the creait or Right of action created in exchange for the
cash. The Money or the Bill of Exchange actually deposited or
sold to the banker is an Asset. Hence t/e Deposits are the
Liabilities, 07 tke Price whick the Bank pays for the Assets.

It is very usual among ill-informed writers to consider the
Deposits in a bank to be the Cash deposited in it for it to trade
with or to ‘lend out)’ as it is erroneously called. Every half-
year it is usual to see summaries in the papers showing that the
Joint Stock Banks have perhaps (200,000,000 of ¢Deposits,’
and it is supposed that they have that quantity of money to
trade with, But it is a complete and entire delusion. These
200 millions of ‘Deposits’ are not Deposits in cash at all : they
are mere Credit : and are exactly equivalent to so many Bank
wotes. They are nothing but .an enormous superstructure of
Credit reared up on a cemparatively small basis of bullion,
exactly like the Issues of Notes. These figures do not show the
quantity of cash at the command of the banks to trade with :
but they show the quantity of business Zkey kave done, and the
liabilities they have created. These apparent Deposits, then,
which so many writers think are Cash, are nothing but the
Creait or the Rights of acton the Bank has created as the
Price with which they have purchased the Cash and Bills, which

“ figure on the other side as Assets.
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After a great commercial crisis it is universally observed
that the Deposits diminish : and it is supposed that persons
draw their money out of banks. But such assertions are erro-
neous. Thereis as much actual money in banks at these times,
probably more, than in quiet times. But the diminution in
Deposits arises from the fact that in times of commercial depres-
sion there are fewer bills created through the operations of com-
merce : consequently there are fewer bills for the banks to
purchase : and if they have no bills to buy they do not create
Deposits : it is not a diminution of deposits tn cash : but a Con=
traction of Credit.

In Banking Language a Deposit and an Tssue are the same

8. The student must therefore carefully observe that, in the
language of banking, a Deposit and an Xssue are the same
thing. A Deposit is simply a Credit in a banker’s book giving
the customer a Right of action against him for a sum of money.
And as soon as the banker has created a Credit or Deposit in his
book in favour of his customer, he has Zssuea a Right of action
against himself. The word Issue comes from Euxitus, a going
forth: and in Mercantile Law to Zssue an instrument is to
deliver it to any one so as to give him a Right of action against
the deliverer.

It in no way increases the banker’s liability to write the
liability down on paper. Such is only done for the convenience
of transferring the Right of action to some one else. When the
Credit remains in the simple form of a Deposit, the banker
knows who his Creditor is : when he gives the Promissory Note,
and his Creditor transfers it to some one else, the banker has
no means of knowing who his Creditor is. The same thing,
however, may happen in the case of a Deposit : because the
Creditor may transfer his Right of action by means of a Cheque
to any one else : and it may circulate exactly like a Bank Note.
Hence the banker may be equally ignorant who his real Creditor
is in one case as the other.

It is therefore a fundamental error to divide Banks into
¢ Banks of Deposit’ and ‘Banks of Zssume. All Banks are
¢Banks of ¥ssue.’ The only distinction is whether the Credit
they create is strictly confined to the Money they buy with it -

ccz
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or whether they are allowed to create Credit in excess of the
Cash they hold, in order to buy Bills of Exchange with them,
and so make a profit by so doing,

Whether the Credit they create is recorded on paper or not
in no way alters the amount of their liabilities.

On the Method of Otilising Banking Credits

9. The Banker then having Issuea these Credits, Deposits,
or Rights of action against himself to his customers, they of
course cannot transfer them to any one else by manual delivery.
In order to be capable of manual delivery, they must be recorded
on paper : and this might be done in two forms—

1. The banker might give him his own note promising to
pay a certain sum to the customer or to ¢ bearer.’

2. The customer might write a note to the banker desiring
him to pay the money to some particular person ; or to his
order or to bearer. These orders were formerly called Cash
Notes : they are now called Cheques.

These Paper documents neither create nor extinguish lia-
bilities : they merely record them on paper for the purpose of
transferring them to some one else.

Bankers’ notes were at first merely written on paper like any
other Promissory Notes : and they were for any sums. In 1729
Child & Co. introduced the practice of having their Notes
partly printed and partly written like a modern cheque. But
still they were not like modern bank notes for even pounds :
but just for any odd sums that might be required, like a cheque.

London bankers appear to have issued their own notes till
about 1793 : when perhaps the panic of that year may have
shown them the danger of having their notes in the hands of
the public : and it seems that they discontinued issuing them
about that time. But they were never forbidden to issue notes
till the Bank Charter Act of 1844.

Operations by means of Cheques

10. In modern times a customer can only operate on his
account by means of Cheques: and when he does so the fol-
lowing different results may take place—

1. He may draw out the actual money : if he does so, the
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banker’s liability is extinguished : it is a resale of the money
to the customer: and the banker buys up the Right of action
against himself.

2. The Cheque may circulate in commerce and effect any
number of payments exactly like money : and it may ultimately
be paid into the account of another customer of the same bank:
and the series of transactions finally closed by the mere transfer
of Credit from one account to another.

3. The Cheque may, after performing a similar number of
exchanges as in the preceding case, fall into the hands of the
customer of another bank, and be paid into that bank. And so
the banker becomes the debtor of another bank. But if the
Bank A is bound to pay the Bank B so much money, the
chances are that the Bank B will be bound to pay the Bank A
about an equal amount. If the mutual claims of the Banks are
exactly equal, the respective orders are interchanged, and the
Credits readjusted to the accounts of the different customers
without any payment in money. If the mutual claims did not
exactly balance, it used to be necessary to pay the differences
only in cash. Thus, however many banks there might be, if
their mutual claims exactly balanced, any amount of business
might be carried on without requiring a single coin.

Error of the Common Description ¢f Banking

11. From the preceding account of the actual mechanism of
banking, it will be seen what a complete misconception it is of
the nature of Banking to say that bankers are merely agents or
intermediaries between persons who wish to lend and persons
who wish to borrow. This is entirely untrue in the ordinary
sense of ‘lending’ and ¢borrowing :’ because in the ordinary
case of ‘lending’ the lender deprives himself of the use of the
thing lent. But when a person pays in money to his banker he
has no intention whatever of depriving himself of the use of it.
On the contrary, he means to have the same free command of
it as if it were in his own house. The customer, therefore,
¢lends’ his money to his banker, but at the same time has the
free use of it. The banker employs that money in promoting
trade. Upon the strength of it being deposited with him he
buys Debts with his Promises to pay, several times exceeding
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the amount of the cash placed with him: and the persons
who sell him their debts have the free use of the very same coin
which the ‘lender’ has the same right to demand. Thus the
¢‘lender’ and the ‘borrower’ have the same rights at the same
time to demand the same coin. And all banking depends on
the calculation that only a certain portion of each set of cus-
tomers will demand the actual cash; but that the majority
will be satisfied with the mere promise to pay or the Credit.

Banking is a species of insurance : it is practically possible
that a banker may be called upon to pay all his liabilities on
demand at once, just as it is theoretically possible that all the
lives insured in an office may drop at the same instant, as it is
theoretically possible that all the houses insured in an office
may be burned down at the same instant. A large and sudden
demand for money on a bank is termed a Run: and a run upon
a bank is analogous to a pestilence or a conflagration to an
Insurance Office. But all Insurance and Banking is based
upon the expectation that these contingencies will not happen.
A banker multiplies his liabilities to pay on demand, and keeps
by him a sufficient amount of cash to insure the immediate pay-
ment of all claims which are likely to be demanded at one time.
If a pressure comes upon him, he must sell some of the securities
he has bought, or borrow money on them.

On the Clearing House

12. If any number of customers of the same bank have
transactions among themselves, and give each other Cheques on
their accounts, any amount of transactions may be settled by
the simple transfer of Credits from one account to another,
without a single Coin being required, so long as the receivers of
the Cheques do not draw out the Money. The Clearing System
is a device by which all the banks which join in it are formed,
as it were, into one huge banking institution for the purpose of
transferring Credits from one bank to another, just in the same
way as Credits are transferred within the same bank.

The Clearing system arose in this way. Every London
banker has every morning claims against most of his neighbours :
and most of his neighbours have claims against him. It used
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to be the custom for every banker, the first thing in the morn-
ing, to send out a number of clerks to collect the claims he had
against his neighbours, who of course were obliged to keep cash
or notes to meet them. The metropolis is portioned out into
districts termed ‘walks,’ and each clerk had to collect all the
cheques, bills, &c., in his walk. These claims are called bdankers’
charges, and were paid in Bank Notes : in some cases by cheques
upon the Bank of England. Every banker had to keep by him
a sufficient amount of Bank Notes to meet the charges of all
his neighbours.

This clumsy and barbarous method of settling bankers’
charges caused a great waste of Bank Notes. It was stated in
evidence before the House of Commons that one Bank alone
was obliged to keep £150,000 in Notes for this sole purpose,

About 1775 the inconvenience of sending out to collect these
charges led a number of the city bankers to organise an ex-
change among themselves, on a similar plan to that already in
use by the Edinburgh banks. They engaged a room, in which
their clerks met and exchanged their mutual claims against each
other, and paid only the balance in cash or bank notes. The
Bullion Report says that in 1810 there were 46 bankers who
cleared ; and that the average amount of cheques, bills, &c.,
which passed through the Clearing House every day was about
£4,700,000, and that all the balances on this account were settled
by about £220,000 in bank notes. In 1854 the Joint Stock
Banks were admitted to the clearing house, and in 1864, the
Bank of England.

The mode of doing business is as follows—Twice a day,
early in the morning and again in the afternoon, the clerks meet
in the Clearing House, and exchange their mutual claims against
each other. Each bank has till a certain hour to determine
whether it will honour the drafts upon it : if it does not return
them before that time, it is held to have made itself liable on
them to the Clearing House.

Each clearing bank keeps an account with the Bank of Eng-
land, and the Inspector of the Clearing House also keeps one.
Printed lists of the clearing banks are made out for each bank,
with its own name at the top, and the others are placed in a
column in alphabetical order below it. On the left side of the
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names is a column headed ¢ Debtors,’ and on the right side a
column headed ¢ Creditors.” The clerk of the Clearing House
then makes up the accounts between each bank, and the &7/
Jerence only is entered in the balance sheet, according as it is
debtor or creditor. A balance is then struck between the debtor
‘and creditor columns, and the paper delivered to the clerk, who
takes it back to his own bank. The balance is not paid to or
received from the other banks as formerly, but it is settled with
the Clearing House, which keeps an account itself with the
Bank of England. The accounts are settled by means of a
species of Cheque appropriated to the purpose, called Zransfer
Tickets. They areof two colours, white and green : white when
the bank has to pay a balance to the Clearing House : green when
it has to receive a balance from it. By this admirable system
transactions to the amount of many millions daily are trans-
ferred from one bank to another without the use of a single
Bank Note or Coin. In 1874 Credits to an amount exceeding
£6,000,000,000 were thus interchanged between the clearing
banks.

In most country towns of any size a similar system of ex-
changes is organised, and the differences settled by a draft upon
London : and in 1858 a clearing house was organised in London
for country bankers. All these institutions have the effect, as it
were, of constituting all the banks in the kingdom into one vast
banking institution, and to transform the monetary business of
the country into mere transfers of Credit without the use of
Bank Notes or Coin.

On the Beonomical Effects of Banking

13. Having now given an exposition of the actual mechanism
of banking, we can observe its Economical effects.

We observe that the business of banking is to build up a
superstructure of Credit several times exceeding the basis of
bullion : and this Credit is intended to circulate and produce
all the effects of money.

And every one who has understood the mechanism of bank-
ing has seen that it practically augments the Capital of the
country: Thus John Law says that the Bank of Scotland, on a
basis of 410,000 in money, were able to maintain 450,000 of
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their notes in circulation ; which he says was in effect so much
additional money to the country. He also says—* The intro-
duction of Credit by means of a Bank augments the quantity
of money more in one year than a prosperous commerce would
do in ten.

So Bishop Berkeley, after proposing many wise queries on
Money and Credit, says that a Bank is a gold mine, and asks
whether it be not the true philosopher’s stone ?

So Alexander Hamilton, the eminent financier of the United
States, when called upon to present a report on the expediency
of establishing a National Bank, says—

¢The following are among the principal advantages of a
Bank :—

¢ First : the Augmentation of the active or productive capi-
tal of a country. . . . It is a well-established fact that Banks in
good credit can circulate a far greater sum than the actual
quantum of their capital in gold and silver . . . . this faculty
is produced in various ways—

(1) A great portion of the notes which are issued and pass
current as cash are indefinitely suspended in circulation, from
the confidence which each holder has that he can at any mo-
ment turn them into gold and silver.

¢(2) Every loan which a bank makes is in its first shape a
Credit given to the borrower on its books, the amount of which
it stands ready to pay, either in its own notes, or gold or silver,
at his option. But in a great number of cases no actual pay-
thent is made in either. . . . The same circumstances illustrate
the truth of the position that it is one of the properties of Banks
to increase the active Capital of a country. This additional
employment given to money, and the faculty of a Bank to lend
and circulate a greater sum than the amount of coin, are to all
the purposes of trade and industry an aebso/ute Increase of
Capital. Purchases and undertakings in general can be carried
on by means of Bank Paper, or Credit, as effectually as by an
equal sum of gold or silver. And thus, by contributing to en-
large the mass of industrious and commercial enterprises, Banks
become nurseries of national wealth—a consequence as satisfac-
torily verified by experience as it is clearly deducible in theory.’

So J. B. Say says—* If Bills of Credit could replace completely
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metallic moneyj, it is evident that a Bank of Circulation veritably
augments the sum of National Wealth, because in this case the
metallic wealth, becoming superfluous as an agent of circulation,
and nevertheless preserving its own value, becomes disposable,
and can serve other purposes. But how does this substitution
take place? What are its limits? What classes of society
make their profit of this interest of the new fund added to the
Capital of the nation?’

¢ According as a bank issues its notes, and the public con-
sents to receive them on the same footing as metallic money,
the number of monetary units increases.

¢ If, suppose, it issues 100 millions of notes, it will withdraw
perhaps 4o millions in specie, which it will put in reserve to
meet the payments which may be demanded of it. Therefore,
if it adds to the quantity of money in circulation, and if it with-
draws 40 millions from circulation, it is as if it added only 60
millions.

¢ We now wish to learn what class of society enjoys the use
of this Wew Capital.’

Say then goes on to explain how this Wew Capital is em-
ployed, and who reaps the profit of it.

Thus it is seen that all these writers, and many more might
be cited if necessary, recognise the fact that Banking augments
the Capital of the coumntry.

Nor, probably, are many persons aware of the immense con-
sequences produced by banking : when the goldsmiths began
the business of banking, the usual rate of interest was 1o per
cent. : and even that was low for the loan of actual money. But
they found that they could support a large amount of Credit in
circulation, which served the purposes of money : they found
their resources multiplied, and consequently they began to bid
against each other, and so reduced the Rate of Interest that in
a very few years the average Rate of Interest was reduced from
10 per cent. to 3 per cent. : about which it may be said to have
remained ever since.

One of the consequences of this was to triple the value of
all the land in the country : the value of land depends upon the
average rate of interest : when the rate of interest was 10 per
cent. the land was only worth 10 years’ purchase: but now,
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when interest is reduced to 3 per cent.: the usual value of land
is about 33 years’ purchase.

Moreover, it has given a prodigious stimulus to industry of
all sorts, agricultural and commercial : because, to effect agri-
cultural improvements, the very first requisite is to be able to
obtain capital on very moderate terms: what a prodigious
advantage a solid banking system is to a country will be shown
in a future section of this chapter.

On the caution mecessary in applying Mathematics 20
Economics

14, We now see the caution necessary in applying Mathe-
matics to Economics : and how indispensable it is to make the
Mathematics subservient to the facts : and not the mistress of
them.

Many distinguished Algebraists, Peacock, Balfour Stewart,
and Tait, in acknowledging that Debts are Negative Quantities,
put it something in this way:—¢ If Property possessed or due
could be denoted by a number or symbol with a Positive Sign,
a Debt could be indicated by a number or symbol with a Nega-
tive Sign, or conversely : such affections of Property are cor-
rectly symbolised by the signs + and —, since they possess the
Inverse relation to each other which these signs require : for if
to a person, A, there be given a certain Property or sum of
money combined with or added to a Debt of equal amount, his
Wealth or Property remains the same as before.’

No doubt, in a certain sense this mode of statement may be
technically correct : because, if 2 person were going to retire
from business, he would call in and discharge his liabilities ;
and the remainder, if any, would be his fortune.

But such a mode of statement is quite unsuitable for the
science of Economics, as is evident when it is applied to the
business of Banking. Because, when a banker receives £ 10,000
in cash from his customers, he is exactly in the position de-
scribed by these Algebraists. He has received £10,000 in
money, but at the very same time he creates an exactly equal
amount of Debt against himself. His Property is therefore
correctly stated as £10,000—£10,000: and therefore no doubt
he is substantially in exactly the same position as before. He
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is no richer than he was before. But that is an extremely in-
_ correct view to take of the matter as regards the Science of
Economics : because Economic science has only to do with the
number or Quantity of Economic Quantities in existence at the
same time, and their exchangeable relations. Now, so long as
the Money is left in the banker’s hands it is his actual property ; .
but at the same time his customers have an equal amount of
Rights of action against him, which they can put into circula-
tion, and which may effect exchanges, or payments, exactly in
the same way and as if they were actual money : and also the
banker has the actual money itself, which he can trade with by
creating a superstructure of Credit several times exceeding its
actual amount. And these banking Credits may also circulate
and perform all the functions of Money. The liabilities of a
banker, or Banking Credits, are Exchangeable Quantities, which
may be sold and transferred : but his Assets also, whether Cash
or Paper, are also Exchangeable Quantities, which may be sold
or transferred: hence all these Rights of action, while they
exist, are independent exchangeable Quantities. When they
are paid off and extinguished, they no doubt cease to exist : but
everything else when it is destroyed ceases to be an Economic
Quantity. Hence these Rights of action are governed by
exactly the same rules as any other Economic Quantities.

To show the subtle nature of the question, let us again
consider the accounts between a banker and his customers.
From the banker’s point of view his Assets -are his absolute
Property (+), and his Liabilities are his Debts (—); and his
accounts would be stated thus—

Liabilities. Assets.
- +
Deposits. . . . £49,600 | Cash . . . . £10,000
Bills of Exchange . + 40,000
£49,600 £50,000

But from the Customers’ point of view the case is exactly
reversed. The banker’s liabilities are absolute Property to his
customers ( + ), and they have claims against the banker’s assets
to that amount (—). Hence from the customers’ point of view
the accounts would stand thus—
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Rights of action. Banker's assets.
+ —
Deposits. . . . £49,600 | Cash . . . . £9,600
Bills of Exchange . . 40,000
£49,600
£49,600 | Balance + . . . £400

Hence generally the accounts between a banker and his
customers may be stated thus—

F E3
Deposits . . . . £49,600 | Cash . . . . #£9,600
Bills . . . . £40,000
£49,600
£49,600 | Balance + . . . £400

where the upper or lower signs are to be taken according as
they are regarded from the Banker’s or from the Customers’
point of view. .

The fact is, that every Obligation necessarily bears the
double sign +, which do not cancel each other, as some
Algebraists suppose : but the Obligation is a saleable and
exchangeable Quantity as long as it exists, and until it is paid
off and extinguished.

On Cash Credits

15. The Credit created by bankers in the operations we
have been considering was employed to purchase Commercial
Bills, which arose out of the fransfer of commodities : and it
has been seen that they could create Credit to several times the
amount of cash in their possession. And some writers imagine
that these are the limits of legitimate Credit. We have now to
describe a species of Credit of a totally different species, in-
vented in Scotland, and to which the marvellous progress and
prosperity of that country is mainly due. It is Credit created
not for the purpose of Zansferring Commodities already in
existence, but for the express purpose of calling Wew products
into existence. It is entirely of the nature of Accommodation
Paper : and will prove decisively that Credit is equally appli-
cable to call new products into existence, as to transfer those
already existing.
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As we have stated elsewhere, the Bank of Scotland was
founded in 1695, with power of unlimited Issue, both in amount
and denomination. It at first issued Notes of £100, £50, {10
and £5. Though several times recommended to do so, they
did not at first issue 41 notes: but about 1704 they began to
do so. In 1727, upon the expiration of the monopoly created
in the Bank’s favour, another Bank was founded, named the
Royal Bank.

In the very contracted sphere of commerce in Scotland at
that time there were not sufficient Commercial Bills to exhaust
the Credit of the Banks. They had, as it were, a superfluity of
Credit on hand, and the Royal Bank devised a new means of
getting its Credit into circulation.

It agreed, on receiving sufficient guarantees, to open or
create Credits to certain amounts in favour of respectable and
trustworthy persons.

A cCash Credit is therefore a drawing account created in
favour of a customer, upon which he may operate in precisely
the same manner as on a common drawing account. The only
difference being that, instead of receiving interest on the daily
balance at his Credit, as is very common in Scotland, he pays
interest on the daily balance at his Debtt. It is thus an
Inverse drawing account.

All these advances are made exclusively in the Bank’s own
Notes: and they are not issued on the basis of any previous
transaction.

Cash Credits are applicable to a totally different class of
transactions from those which give rise to Bills of Exchange.

Every man in business, however humble or however exten-
sive, must necessarily keep a certain portion of ready money by
him to answer immediate demands, for small daily expenses,
wages, and other things. This could, of course, be much more
profitably employed in his business, where it might produce a
profit of 15 or 20 per cent., instead of lying idle. But, unless the
trader knew that he could command it at a moment’s notice, he
would always be obliged to keep a certain portion of ready
money in his own till: or he must be able to command the use
of some one else’s till. Now one object of a Cash Credit is to
supply this convenience to a trader, to enable him to invest the
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whole of his Capital in business, and upon good security to
furnish him with the accommodation of a till at a moment’s
notice, in such small sums as he may require, on paying a
moderate interest for the accommodation.

Almost every young man commencing business in Scotland
does so by means of a Cash Credit. Thus Solicitors, or Writers
to the Signet, have occasion from day to day for ready money
before they can get in payments from their clients. It is a
great impediment to any young man to commence the business
of a solicitor without Capital, which must either be his own or
furnished by his friends: the Bank provides him with the
means.

These Credits are granted to all classes of society, to the
poor as well as to the rich. Everything depends upon cha-
racter. Young men of steadiness and judgment get their friends
to become sureties for them on a Cash Credit : this is as good
to them as Money; and then they have the means placed
within their reach of rising to any extent that their abilities and
industry permit them. Multitudes of men who have raised
themselves to enormous wealth began life with nothing but a
Cash Credit. As one example among thousands, Mr. Menteith,
M.P., told the Committee of the Commons in 1826 that he was
then a2 manufacturer employing 4,000 hands, and that with the
exception of the merest trifle of Capital lent him, which he
soon paid off, he began life with nothing but a Cash Credit.

The Banks usually limit their advances to a certain moderate
amount from £100 to £1,000: and they always take several
sureties. These cautioners, as they are termed in Scotch Law,
keep a watchful eye on the proceedings of the customer, and
have the right of inspecting his account with the bank, and of
stopping it at any time if irregular. These Credits are not
meant to degenerate into dead loans: but they are required
to be contantly operated upon by paying in and drawing out.

The enormous amount of transactions carried on by this
kind of accounts may be judged of by the evidence given before
the Committee of the Commons in 1826. It was then stated that
on a Credit of /1,000, operations to the extent of /350,000 took
place in a single week. On another Credit of /500 operations
to the amount of £70,000 took place in a year. In a very
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moderately sized country bank during 21 years operations had
taken place to the amount of nearly £90,000,000 : and that there
had never been but one loss of £200 on one acccunt. The
whole of these operations were by means of pure Credit. At
that time it was conjectured that there were about 12,000 Cash
Credits granted to persons in Scotland: and that there were about
40,000 persons as sureties who were interested in the integrity,
prudence, and success of the others. It was stated that the
effects of these on the morals of the people were most remarkable.

But the advantages of these Credits are immensely extended
beyond commerce : and their results are more conspicuously
and strikingly displayed in the prodigious stimulus they have
given to agriculture. They have been the main cause of making
it what it is. In the Scottish system of farming leases almost
universally prevail. A farmer usually enjoys nineteen years
security of tenure : or when leases are granted for the purpose
of reclaiming land for much longer periods.

Now let us suppose that there is a quantity of reclaimable
land and abundance of people, but unemployed for want of
Money or Funds to set their industry in motion.

If any one were to bring £10,000 in actual money into the
country and apply it to reclaiming the land, sowing the crops,
&c., it would be admitted that the Money was used as Capital :
and the produce of the earth would replace the Capital ex-
pended.

But as there was no actual money, the Edinburgh banks
opened branches in numerous parts of the country, and sent
down boxes full of £1 notes, and granted Cash Credits to the
farmers on the security of their leases and personal friends.
These notes were universally received as readily as Coin. The
farmers made their purchases and paid wages in them : and
immense tracts of barren land were changed into fertile corn
fields. Now these /1 notes were not a substitute for any
existing specie : they did not supersede or displace any pre-
viously existing money : they were a pure adaition to the
existing money. Now it is exclusively by means of these £1
notes that the greater part of Scotland has been reclaimed from
the wilderness : and why have not these £1 notes been Capital
as much as the £10,000 in sovereigns ?
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Not only has Scotch agriculture been raised to its present
state entirely by these Cash Credits, but also public works of all
sorts, roads, canals, railroads, docks, in fact everything has been
created by the same means. It was stated that the Forth and
Clyde Canal was executed by means of a Cash Credit of
440,000 granted by the Royal Bank. So all railroads are
executed in a similar way. If a railroad bill is passed, the
Directors simply obtain a Cash Credit from the Bank who
supply the necessary funds in their own £1 notes.

All these marvellous results which have raised Scotland
from the lowest state of barbarism up to her present proud
position in the space of 150 years, are the children of pure
Credit. It is no exaggeration, but a melancholy truth, that at
the period of the revolution of 1688, and the establishment of
the Bank of Scotland, that country, partly owing to such a series
of disasters as cannot be paralleled in the history of any other
independent nation, and partly owing to its position in the very
outskirts of the civilised world, and far removed from the
humanising influences of commerce : divided into two nations,
aliens in blood and language, was the most utterly barbarous,
savage, and lawless country in Europe. And it is equally un-
deniable that the two great causes of her rapid rise in civilisa-
tion and wealth have been her system of national education
and banking. Her system of banking has been of infinitely
greater service to her than mines of gold and silver. Mines of
the precious metals would probably have demoralised her people.
But her Banking system has tended immensely to call forth
every manly virtue. In the character of her own people, in
their steadiness and industry, and their honour, Scotland has
found Wealth infinitely more beneficial to her than all the
mines of Mexico and Peru.

The express purpose of these Banks was to create Credit,
Incorporeal entities, created out of Nothing, for a transitory
existence, and then having performed their function, vanishing
again into the Mothing from whence they sprang. And has
not this Creait been Capital? Will any one, with these results
staring the world in the face, believe that it is maintained by
writers who are still considered as Economists that the effects
of Credit are purely imaginary ! That Credit conduces nothing

L DD
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to the increase of Wealth! That Credit conduces nothing to
Production! That Credit only transfers existing Capital : but
even if it did no more than that we have seen that Circulation,
or Transfer, is admitted by all Economists to be one species of
Production! And that those who maintain that Credit is
Capital are such puzzle-headed dolts as to think that the same
thing can be in two places at once !

Now we observe that all these Cash Credits which have
produced such marvellous results are purely of the nature of
Accommodation Paper. They are not founded upon any pre-
vious transaction, nor upon the transfer of commodities already
in existence. They are created for the express purpose of forming
new products, which would either have had no existence at all
but for them : or, at all events, they would have been deferred
for a very long period, until solid money could have been accu-
mulated to produce them. Thus we have an enormous mass of
exchangeable Property created by the mere will of the Bank
and its customers which produces all the solid effects of actual
gold and silver, and when it has done its work, it vanishes again
into Nothing at the will of the same persons who called it into
existence. Hence we see that the mere will of man has createa
vast masses of Wrealth out of Nothing: and then having
served their purpose were Decreated into Nothing : which are

Melted into air, into thin air,

But their solid results have by no means faded like the
baseless fabric of a vision, leaving not a wreck behind. On the
contrary, their solid results have been her far-famed agriculture,
the manufactures of Paisley, Glasgow, and Dundee, the un-
rivalled steamships of the Clyde: great public works of all
sorts: canals: roads: bridges: docks: railroads: and poor
young men converted into princely merchants.

What the Nile is to Egypt, that has her banking system been
to Scotland : and it was fortunate for her that the foundations of
her prosperity were laid broad and deep before the gigantic
fallacy was dreamt of that the Issues of Banks should be
inexorably restricted to the amount of gold they displace, that
no increase of money can be of any use to a country : and that
to issue Paper in excess of specie is robbery !



CH. VL On Accommodation Bills 403

Or Accommodation Bills

16. We must now examine a species of Credit which re-
quires great attention, because it is the curse and the bane of
commerce : and it has been the great cause of those frightful
commercial crises which seem periodically to recur: and yet,
though there can be no doubt that it is in many cases essen-
tially fraudulent, yet it is of so subtle a nature as to defy all
powers of legislation to cope with it.

We have shown, by the exposition of the system of Cash
Credits, that there is nothing essentially dangerous and frau-
dulent in creating a Credit for the purpose of promoting future
operations. On the contrary, such Credits have been one of
the most powerful methods ever devised by the ingenuity of
man to promote the prosperity of the country. A certain
species of this Credit, however, having been grossly misused for
fraudulent purposes, and having produced great calamities, we
must now examine wherein the fraud and the danger of this
particular form of Credit consist.

When a Bill of Exchange is given in exchange for goods
actually purchased at the time, it is called a Real Bill, and it is
often supposed that there is something essentially safe in it,
because, as the goods have been received for it, it is supposed
that they are always ready to provide for the payment of it :
and that only so much Credit is created as there are goods to
redeem it.

This, however, is a very great error, and it is manifest from
the description of the system of Credit already given that it is
quite erroneous to suppose that the quantity of Credit can only
equal in amount the goods bought. A bill, it is true, only arises
out of the transfer of goods: but then a fresh bill is created at
each transfer. In the ordinary course of business, there will
always be in general at least fwice as many bills created as
there are goods. If twenty transfers took place, twenty bills
must be created. And it is only the last holder of the goods
who would have them, and be enabled to devote the proceeds
to the payment of the last bill only. The other nineteen bills
must evidently depend upon other sources of payment.

The security, therefore, which is supposed to reside in real
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bills, on account of their being founded on the transfer of goods,
is shown to be to a great extent deceptive. Let us suppose,
however, that A sees that a profitable transaction may be done.
The Bank, however, will not, as traders do, make him an ad-
vance on his own name alone. It must have fwo names. A
therefore goes to B and gets him to accept a bill for his accom-
modation, and this bill may be taken to the bank to be dis-
counted like any other bill : goods may be bought with the
proceeds : and if the transaction is successful the bill will be
redeemed in due course.

Stated therefore in this way, there is nothing more objec-
tionable in such an Accommodation bill than in any real bill
The security is exactly the same in the one case as in the other.
In the one case goods kave been purchased which will pay the
bill : in the other case goods are f0 e purchased, whose pro-
ceeds will pay the bill. In fact, we may say that all Commer-
cial Credit is of this nature, because in this case a Credit is
created to purchase the goods whose proceeds are to pay it.

There is therefore clearly nothing in the nature of this species
of paper worse than the other, and, when carefully used, nothing
more dangerous. Cash Credits, which have been one of the
most profitable and safest parts of Scotch banking, and have
done so much for the prosperity of the country, are all of this
nature. They are created, as we have seen, for the express
purpose of stimulating future operations, out of which the Credit
is to be redeemed. There is therefore nothing more atrocious,
criminal, and vicious in one system than in the other: or, if
there is, it must lie in the difference between Zave been and #s
o be.

Nevertheless, as it is indubitably certain that most of those
terrible commercial crises which have so frequently convulsed
the nation have sprung out of this species of paper, it does merit
a very considerable portion of the obloquy and vituperation
heaped upon it. It is therefore now our duty to investigate the
method in which it is applied, and to point out wherein its true
danger consists.

The security supposed to reside in real bills as such, is, as
we have seen, exaggerated. But there is at least this in them,
that as they only arise out of real transfers of goods, their num-
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ber must be limited by the nature of things. However bad and
worthless they may be individually, they cannot be multiplied
beyond a certain limit. There is therefore a limit to the cala-
mities they cause. But we shall show that with Accommodation
Paper the limits of disaster are immensely and indefinitely ex-
tended, frequently involving in utter ruin all who are brought
within their vortex.

Explanation of the Real Danger of Accommodation Bills.
(Quoted by Mr. Commissioner Holroyd in his judgment in
re Lawrence, Mortimer,and Schrader.—Standard, Marck 7,
1861.)

17. We must now explain wherein the difference between
Real and Accommodation Paper consists, and wherein the true
danger lies.

Suppose that a manufacturer or wholesale dealer has sold
goods to ten customers, and received ten bond fide trade bills for
them. He discounts these ten bills with his banker. The ten
acceptors of the bills, having received value for them, are the
principal debtors to the bank ; and are bound to meet them at
maturity, under the penalty of commercial ruin. The Bank has
not only their names on the bills, but also that of its own cus-
tomer as security. It moreover keeps a certain balance of its
customer’s in its hands proportional to the amount of the dis-
count allowed. '

Even under the best of circumstances an acceptor may fail
to meet his bill. The banker debits his customer’s account with
the bill, and gives it to him back. If there should not be enough,
the customer is called upon to pay the difference. If the worst

" comes to the worst, and its customer fails, the Bank can pursue
its legal remedy against the estates of both parties without in
any way affecting the position of the nine remaining acceptors,
who of course are still bound to meet their own bill.

In the case of Accommodation Bills there are very material
differences. To the eye of the banker there is no visible differ-
ence between Real and Accommodation bills. They are, never--
theless, very different : and it is in these differences that the
danger consists.

In Accommodation Bills, the person for whose accommoda-
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tion the drawing, indorsing, or accepting is done, is bound to
provide the funds to meet the bill, or to indemnify the person
who gives his name. In a Real bill the Acceptor is the prin-
cipal Debtor, who is bound to meet the bill, and the drawer is
a mere surety. In the most usual form of accommodation paper,
that of an acceptance, the drawer is the real principal debtor,
who has to provide funds to meet the bill : the acceptor is a mere
surety : and if he is called upon to meet the bill, he is entitled
to sue the principal debtor for the amount.

Now suppose, as before, A gets ten of his friends to accom-
modate him with their names, and discounts these bills with his
banker; it is A’s duty to provide funds to meet every one of
these bills at maturity. There is, in fact, orly one real Princi-
pal Debtor, and ten sureties. Now these ten accommodation
acceptors are ignorant of each other’s proceedings. They
only give their names on the express understanding that they
are not to be called upon to meet their bills : and accord-
ingly they make no provision to do so. If any one of them is
called upon to meet his bill, he immediately has a legal remedy
against the drawer. In the case of Real Bills, then, the Bank
would have ten persons who would each take care to meet his
own engagements : in the case of accommodation paper, there
is only one person to meet the engagements of ten.

Furthermore, if one of ten real acceptors fails to meet his
bill, the Bank can safely press the drawer : but if the drawer of
the accommodation bill fails to meet any one of the ten accept-
ances, and the Bank suddenly discovers that it is an accommo-
dation bill, and they are under large advances to the drawer,
they dare not for their own safety press the acceptor, because he
will of course have immediate recourse against his debtor ; and
the whole fabric will probably tumble down like a house of cards.
Hence the chances of disaster are much greater when there is
only one person to meet so many engagements, than when there
are so many, each bound to meet his own.

The real danger to a Bank, then, on being led into discount-
ing accommodation paper is that the position of principal and
surety is reversed. They are deceived as to who the real debtor
is, and who the real surety is : being precisely the reverse to
what they appear to be, which makes a very great difference in
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the security of the holder of the bills. To advance money by
way of cash credit, or loan with security, is quite a different
affair : because the Bank then knows exactly what it is doing :
and as soon as anything occurs amiss, it knows the remedy to
be adopted. Moreover, it never permits the advance to exceed
a certain definite amount, but it never can tell to what length
it may be inveigled into discounting accommodation paper until
some commercial reverse happens, when it may discover that
its customer has been carrying on some great speculative opera-
tion with capital borrowed from it alone.

On the Danger of Accommodation Paper to a Bank

18. We have now to explain how very much more dangerous
this species of paper is to a Bank than the worst calamities
which can happen from real paper.

We have already pointed out the very common error that
Bills of Exchange are paid in money. Bills are very rarely paid
in money : they are paid by discounting fresh bills, Thus, in
ordinary times, previous Debts are always paid by creating new
Debts. No doubt, if the banker refuses to discount, the cus-
tomer must meet his bills in money : but then no trader expects
to do that. He usually has a fixed discount limit; and if he
brings good bills, he has little less than an absolute Right to
have them discounted : and if the banker calls upon him to
meet his bills in money, it might oblige him to sell goods at a
great sacrifice, or might cause his ruin.

However, it is always supposed that the bills discounted are
good ones : that is, they could be paid in money if required.
Thus, though in common practice very few bills are really paid in
money, it is manifest that the whole stability of the bank depends
upon the last bills discounted being good ones.

Now, suppose that for some time a customer brings good
bills to his banker, and acquires a good character, and thus
throws the banker off his guard, owing perhaps to some tempo-
rary embarrassment, or wishing to push his speculations, he
goes to some of his friends and gets them to accept bills without
having any property to meet them. He then takes these accom-
modation bills to the banker. The banker buys them by giving
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him a credit in his books. In course of time these accommoda-
tion bills must be met ; and the way he meets them is to create
more similar bills. The drawer may be speculating in trade, and
losing money every day, but his bills must be met : and there
is no other way of doing it than by constantly creating fresh
bills to meet the former ones. By this means the customer may
extract indefinite sums from his banker, and give him in ex-
change so many pieces of paper. Now when discounts are low
and times are prosperous, this system may go on for many
years But at last a crisis comes The money market becomes
‘tight” Bankers not only raise the rate of discount, but they
refuse to discount as freely as before : they contract their issues.
The accommodation bills are in the bank, and must be met.
But if the banker refuses to discount fresh bills, they must be
met in money. But all the property which the speculators may
have had may have been lost twenty times over : and so when
the crisis comes, they have nothing to convert into money.
Then comes the crash. Directly the banker refuses to meet
his customer’s bills by means of his own money, he wakes to
the pleasant discovery that, in return for the money he has paid,
he has got so many pieces of paper !

This is the rafionale of accommodation paper: and we see
how entirely it differs from real paper. Because with real
paper and dond fide customers, though losses may come, yet
directly the loss occurs, there is an end of it. But with accom-
modation paper the prospect of a loss is the very cause of a
greater one being made : and so on in an ever-widening circle,
until the canker may eat into the banker’s assets to almost any
amount.

It is also clear that if a trader having got a good character
may sometimes do so much mischief to a single banker, his
capacity for mischief is vastly increased if, from a high position
and old standing he is able to discount with several banks :
for then he is able to diminish greatly the chances of detection.

This general explanation must suffice here. In an elemen-
tary work like this, we cannot go more deeply into the subject :
to do so would be more fit for a technical treatise on banking.
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On the Transformation ¢f Temporary Credit :7/0 Permanent
Capital

19. We shall now give an example of the application of the
doctrine that the Release of a Deébt is in all cases equivalent to a
Payment in mmoney, which may surprise our readers, and of
which we have not seen any notice elsewhere.

When it is published to the world that the Bank of England
has a paid-up Capital of £14,000,000, and that the various Joint
Stock Banks have paid up Capitals of a million and upwards,
most persons take it for granted that these Banks have these
sums paid up in hard cash :

Nevertheless it is a profound error. Of course it is im-
possible for any stranger to have an accurate idea as to how
much of these amounts was ever paid up in actual money : but
it may probably be said with safety that not one half of these
amounts was ever paid up in real money : and that at least one
half of these vast amounts of ¢Capital’ were never anything
more than the Bank's own Credit turned into Capital.

To explain this we may observe that the first subscription of
the Bank of England was /1,200,000, paid of course in actual
money. It was advanced to Government, and the Bank was
allowed to issue an equal amount in Notes.

In 1696 the Bank stopped payment ; and its notes fell to
a discount of 20 per cent. In 1697, Parliament undertook
the restoration of Public Credit: and it was determined to
increase the Capital of the Bank by £1,000,000. But none of
this was paid up in actual money. Four-fifths were paid up in
Exchequer Tallies, and one-fifth in the Bank's own Notes. In
pursuance of this Act, £800,000 were paid up in Exchequer
Tallies, and £200,000 in the Bank’s own depreciated Notes,
which were taken at their full value in cash. Thus, of its first
increase of Capital, £200,000 of the Capital consisted of its
own depreciated Notes. And the Bank was authorised to issue
an amount of Notes equal to the increase of Capital. And at
every subsequent increase of Capital the subscribers might pay
up in the Bank’s own Notes, or in money, whichever they
pleased : and the effect was exactly the same : the amount was
added to the Capital.

-
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The same thing was done in Scotland. In 1727 the Bank
of Scotland increased its Capital. The subscription was paid
up partly in the Bank’s own notes. An outcry was made against
this, but the Directors justly answered—¢ But the objectors do
not at all consider this point, for the payments are many of
them made in specie : and Bank Notes are justly reckoned the
same as specie when paid in on a call of stock, because, wken
paid in it lessens the Demand on the Bank.)

Here we see that the Directors clearly understood that the
Release of a Debt is in all respects equivalent to the Payment of
Money. The Bank had issued its Notes, and were of course
Debtors to the holders of them : these Debts were Negative
Quantities : when the call was made the subscriber might either
Pay Money or Release the Bank from its Debts. At every
increase of Capital the very same operation would be repeated :
payment in money and in the Bank’s own Notes would always
be treated as exactly equivalent : and hence we see that atevery
fresh increase of Capital, a certain quantity of the Bank’s own
Temporary Credit would be turned into Permanent Capital.

Thus we see that the Parliament of England and the Direc-
tors of the Bank of Scotland, who were probably equally inno-
cent of Algebra and Roman Law, simply from their own
mercantile instinct treated this Release of a Debt as exactly
equivalent to a Payment in Money.

Banks, therefore, which issue Notes may increase their Capi-
tal by receiving their own notes in payment. But Banks which
do not issue Notes may increase their Capital in exactly a
similar way. For if the customer of the Bank wishes to sub-
scribe to the increase of Capital, he may give the Bank a cheque
on his account. This of course is equally a Release from a Debt
and an increase of Capital.

If the customer has not sufficient on his account to pay for
the stock he wishes to buy, he may bring the Bank bills to dis-
count, The Bank discounts these bills by creating a Credit, or
Debt, in his favour; which is a Negative Quantity, exactly like
a Bank note. The customer then gives the Bank a cheque on
his account—that is, he releases the Bank from the Debt it has
created : and that Debt released then becomes increase of
Capital.
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This is the way in which the Capital of all Joint Stock
Banks is increased, and it may go on to any extent without any
payment in Money. ’

On Banks of Credit Fonocler

20. When, after a long period of inactivity, the energies of
a people are suddenly turned into an industrial direction, they
find innumerable enterprises which would be profitable, if only
they possessed the means of setting them agoing. The quan-
tity of money which was found sufficient for a non-industrial
people is now found to be wholly inadequate to the increased
demand for it; and the only consequence can be, that if there
be a greatly increased demand for the existing quantity of money,
the Rate of Interest will rise proportionally, and rise to such an
extent as to preclude all possibility of profit from such enter-
prises, even if effected.

It has, therefore, invariably been found that whenever this
takes place multitudes of schemes are set afloat for increasing
the quantity of money. This was particularly the case after the
Restoration in England, when men, weary of politics and po-
lemics, began to turn their attention to commerce.

Among fields of enterprise at that period, none seemed more
promising than agriculture. But, unfcrtunately, all the avail-
able specie was absorbed in commerce : none was to be had for
agriculture ; or at least only at such rates as to be practically
prohibitory.

It was this real want which gave rise to the schemes of
Asgill, Briscoe, Chamberlain, and others, for the purpose of turn-
ing the land into money, which were so rife at that period.

One of these schemes was attempted to be carried out in
16g6. The Bank of England was a Whig project, and had
been of great assistance to the Government. William IIl.’s
ministers were partly Whigs and partly Tories. The Bank of
England being exclusively connected with commerce, the Tory
part of the ministry attempted to get up another Bank whose
operations should be confined to agriculture. Every one, of
course, has read Macaulay’s account of this Land Bank and its
failure.

There were, no doubt, defects in the scheme which fully
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accounted for its failure : but the want was very real: and the
idea perfectly sound.

Among the projects of basing Paper Money on land, the one
which obtained the greatest celebrity was John Law’s, which he
offered to the Scotch Parliament in 1705, and which they for-
tunately rejected : but which was carried out in France under
the name of the Mississippi scheme in 1721.

This is not the place to give the details of Law’s scheme,
which is done in a future chapter: but ten years after the
failure of Law’s scheme in France, the Scotch Banks, by the
admirable invention of Cash Credits, pushed Credit to the
utmost extent of its legitimate limits, and realised all that was
practicable in the various schemes of Asgill, Chamberlain, Bris-
coe, and Law. And, as we have seen in a former section, it is
to these Cash Credits that the principal progress of Scotland in
agriculture and all public works is due.

21, At the close of the seven years’ war the proprietors in
Silesia found themselves in a state of inextricable embarrass-
ment. The ruin and destruction caused by the war, and the
low price of corn caused by the general distress, made them
unable to meet their engagements. Interest and commission
rose to 13 per cent. They obtained a respite of three years to
pay their debts. To alleviate the distress arising out of this
state of matters a Berlin merchant named Biiring invented a
system of Land Credit, which has been extensively adopted in
Germany, Russia, Poland, and lastly in France.

Proprietors of land can no doubt borrow money on Mort-
gage : but in every country such transactions are attended with
many inconveniences. They have many expensive formalities
to undergo, such as investigation of title, &c. Moreover, the
difficulties and expense of transfer are very great: as each
purchaser has to undergo the same investigation and expense.
If the debtor fails to pay, the process of obtaining redress, or
possession of the land, is usually very troublesome and expen-
sive. The consequence of all these obstacles is of course greatly
to raise the cost of obtaining money on Mortgage,

The system of Government Funds suggested to Biiring the
idea of creating a similar species of Land Stock. The State
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could usually borrow much cheaper than the landlords, because
the title was sure and indisputable, and there was no impedi-
ment to their negotiability.

Biiring, therefore, conceived the idea of substituting the joint
guarantee of all the proprietors for that of individuals, and
establishing a book in which the Land Stock should be regis-
tered and be transferable, and the dividends paid in exactly the
same way as the public funds. The Credit of the association
was therefore always interposed between the lender and the
borrower. The purchasers of the stock looked only to the Asso-
ciation for the payment of their dividends : and the borrowers
paid all interest, &c., to the Association ; which took upon itself
all questions of title and security. The whole of these Obliga-
tions were turned into stock transferable in all respects like the
public funds. Such is the general design of these Associations :
they simply turn mortgages into transferable stock.

These Associations have been very widely introduced into
various countries, and they are of different organisations, which
would be too niinute to insert into an elementary work like this:
we must refer those who want fuller details to M. Josseau’s
Traité du Crédit Foncier.

All these Associations make their advances in small bonds,
chiefly varying from £10 to £ 100, and bearing interest at 3} or
4 per cent., together with a small sum to redeem the principal.

These institutions have had the most remarkable effect in
promoting the agriculture of the countries they have been founded
in. In fact, they are the counterparts of the Scotch system of
Cash Credits : and are the realisation of the crude ideas of
Asgill, Briscoe, &c., while avoiding their fundamental fallacies.
These Obligations have maintained through all crises, mone-
tary, war, and revolutionary, a steadiness of value far beyond
any other public securities, whether Government or commer-
cial. M. Josseau says that in a population of about 27,827,990
the negotiable Lettres de Gage or Pfandbriefe amounted to about
540,423,158 francs. In 1848, when all public securities fell
enormously, owing to the revolution, the Pfandbriefe kept their
value better than anything else. The Prussian funds fell to 69:
the shares of the Bank of Prussia to 63 : the railroad shares fell
from 30 to go per cent., whereas the Land Credit bonds, bearing
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3% per cent. interest in Silesia and Pomerania, stood at 93 : in
West Prussia at 83 : and in East Prussia at g6 : in 1850, those
bearing 4 per cent. interest were at 102 in Posen, and at 103 in
Mecklenburg.

22, Banks of Credit Foncier have never been formally in-
troduced into Great Britain. In Scotland their practical effects
have been anticipated by the invention of Cash Credits by the
Banks. By the excellent system of registration of titles to
land which has long been in use in that country, all difficulties
which have been felt in other countries with regard to secret
mortgages are obviated. The rigorous system of entails, how-
ever, which prevailed in that country for a long period counter-
balanced the good that might have been done. Successive
Acts, however, were passed to mitigate these evils: and the
progress of the country has been correspondingly rapid.

In England many obstacles, political and legal, tended to
retard and impede the application of Capital to the improve-
ment of land. When the desire for it existed different Insurance
Companies were usually resorted to, and it has been supposed
that about 8o or 9o millions were advanced to landowners by
the various offices. These therefore performed to a certain
extent the functions of Banks of Land Credit : only the securi-
ties they take are not negotiable.

These facilities, however, not being sufficient, for reasons
arising out of the tenure of land, an Act was passed, 3 & 4 Vict.
(1840), c. 55, to enable the owners of settled estates to charge
them with Annuities to redeem advances made for draining.
Tenants for life were authorised to petition the Court of Chan-
cery to enable them to borrow money to drain their estates, to
be paid off by instalments, in not less than 12 and not more than
18 years, with 5 per cent. interest. But the Court was not to
allow such advances to be made unless the value of the lands
would be increased by at least 7 per cent.

The repeal of the corn laws in 1846 naturally threw the
landed interest into a state of the greatest alarm. It was seen
that their principal hope of meeting the effects of low prices was
in agricultural improvements. In that year an Act was passed
to authorise the advance of 42,000,000 for Great Britain, and
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41,000,000 for Ireland, by way of Exchequer bills, to promote
the improvement of land by draining, to be redeemed by a rent-
charge of 64 per cent. for 22 years. These Exchequer bills
exactly represented the Pfandbriefe of the German Land
Banks.

This operation, excusable under the particular circumstances
of the case, was, however, contrary to sound principle, because
the State had no business to make advances to one species of
industry rather than another. The plan was successful : and in
1849 an Act was passed to facilitate advances on a similar plan
by private persons (Act, Statute, 1849, c. 100). The Inclosure
Commissioners were appointed to act as the intermediaries be-
tween those who wished to lend and those who wished to bor-
row. Some private Companies were formed for this purpose,
and they obtained private Acts : thus becoming Banks of Credit
Foncier, except that their bonds were not made negotiable.

The recent depression of the agricultural interest, partly
owing to a series of bad harvests, but also very much to the
unlimited supplies of foreign corn and meat, which have every
appearance of proving permanent, render it of paramount im-
portance that every means should be adopted of developing the
productive power of the land. The very first essential is to
obtain Capital on as reasonable terms as possible. The most
natural method would be of adopting the Scotch system of Cash
Credits : but as that would require an essential modification of
the system of land tenure in England, and also the power of
issuing £1 notes by the Banks, to which there appear to be
invincible objections in the present banking system of England,
there does not seem much chance of this being adopted.

The only other alternative is the formation of Banks of Land
Credit, on the model of those which have proved so eminently
successful on the Continent.

END OF THE FIRST VOLUME.
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Payen’s Industrial Chemistry Edited by B. H. Paul, Ph.D. 8vo. 42s.
Piesse’s Art of Perfumery. Fourth Edition. Square crown 8vo. 21s.
Stoney’s Theory of Strains in Girders. Royal 8vo. 86s.
Ure’s Dictionary of Arts, Manufactures, & Mines. 4 vols. medium 8vo. £7. 7s.
Ville on Artificial Manures, By Crookes. 8vo. 21s.

RELIGIOUS & MORAL WORKS.

Abbey & Overton's English Church in the Eighteenth Century. 2 vols. 8vo. 36s.

Arnold’s (Rev. Dr. Thomas) Sermons. 6 vols. crown 8vo. 5s. each.

Bishop Jeremy Taylor's Entire Works. With Life by Bishop Heber. Edited by
the Rev. C, P, Eden. 10 vols, 8vo, £5. 5s.

Boultbee’s Commentary on the 39 Articles. Crown 8vo. 6s.

—  History of the Church of England, Pre-Ref. ion Period. 8vo. 15s,

Browne’s (Bishop) Exposition of the 89 Articles. 8vo. 16s.

Bunsen's Angel-Messiah of Buddhists, &c. 8vo. 10s. 6d.

Oolenso’s Lectures on the Pentateuch and the Moabite Stone, 8vo.12s.

Colenso on the Pentateuch and Book of Joshua, Crown 8vo. 6s,

— — PART VII. completion of the larger Work. 8vo. 24s.
Conder’s Handbook of the Bible. Post 8vo. 7s. 6d.
Conybeare & Howson’s Life and Letters of 8t. Paul :—
Li] Edition, with all the
M“'%’Xoam"“’m 2 vols. 4to.2;‘4m Tllustrations, Mape, Tandscapes on
Intermediate with a Selection of Maps, Plates, and Woodcuts.
2 vols. square crown 8vo. 21s.
Student’s Edition, revised and condensed, with 46 Illustrations and Maps,
1 vol. crown 8vo, 73, 6d.

Ellicott’s (Bishop) Commentary on St. Paul's Epistles. 8vo. Galatians, 8s. 6d.
Ephesians, 8s. 6d. Pastoral Epistles, 10s. 6d. Philippians, Colossians, and
Philemon, 10s. 6d. Thessalonians, 7s. 6d.

Ellicott’s Lectures on the Life of our Lord. 8vo. 12s. .

Ewald’s History of Israel, translated by Carpenter. 5 vols. 8vo, 68s,
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Ewald’s Antiquities of Israel, translated by Solly, 8vo. 13s.6d.
Gospel (The) for the Ninetoenth Century. 4th Edition. 8vo. 10s. 8d.
Hopkins’s Christ the Consoler. Fop. 8vo. 24, 6d,
Jukes's Types of Genesis, Crown 8vo, 7. 6d.
- Beoond Death and the Restitution of all Things, Crown 8vo. 8s. 6d,

Kalisch’s Bible Studies. PART I. the Prophecies of Balaam. 8vo. 10s. 6d.

- - PaRT II, the Book of Jonah. 8vo. 10s. 6d.

- Klstorloﬂmd Critical Commentary on the Old Testament; with a

New Translation. Vol. I. Genesis, 8vo. 18s. or adapted for the General

Reader, 12s. Vol. II. Exodus, 15s. or adapted for the G 1 Reader, 12s.
Vol. III. Leviticus, Part I. 18s. or adapted for the G 1 Reader, 8s.
Vol. IV. Leviticus, Part I1. 15s. or adapted for the General Reader, 8s.

Ger jca : Hymms translated by Miss Winkworth. Fop. 8vo. 8s.

Marﬁneau‘s Endeavours after the Christian Life. Crown 8vo. 7s. 6d.
-— Hymns of Praise and Prayer. Crown 8vo. 4s. 6d. 82mo. 14.6d.
— Sermons, Hours of Thought on Sacred Things. 2 vols. 7s. 8d. each.
Mill’s Three Essays on Religion. 8vo. 10s. 64.
Missionary Secretariat of Henry Venn, B.D., 8vo. Portrait. 18s.
Monsell's Spiritual Songs for Sundays and Holidays. Fcp.8vo.5s. 18mo. 3s.
Mtiller’s (Max) Lectures on the Science of Religion. Crown 8vo. 104, 6d.
Newman’s Apologia pro Vita Sui, Crown 8vo, 6s.
Passing Thoughts on Religion. By Miss Sewell. Fcp. 8vo, 8s. 6d.
Sewell’s (Miss) Preparation for the Holy Communion. 82mo. 8s.
—_ —  Private Devotions for Young Persons.
Smith’s Voyage and S8hipwreck of St. Paul. Crown 8vo. 7s. 6d.
Supernatural Religi Complete Edition. 38 vols. 8vo. 86s.
Thoughts for the Age. By Miss Sewell. Fop. 8vo, 84, 6d.
Whately’s Lessons on the Christian Evidences, 18mo. 6d.
White’s Four Gospels in Greek, with Greek-English Lexicon. 83mo. 5s.

TRAVELS, VOYAGES, &c.

Baker’s Rifle and Hound in Ceylon. Crown 8vo. 7s. 6d,
— Eight Years in Ceylon. Crown 8vo, 7s, 6d.

Ball’s Alpine Guide. 8 vols.post 8vo. with Maps and Illustrations :—1. Western
Alps, 6s. 6d. II. Central Alps, 7s.6d. III. Eastern Alps,10s. 6d,
Ball on Alpine Travelling, and on the Geology of the Alps, 1s.
Brassey's Sunshine and Storm in the East. 8vo. 21s.
—  Voyage in the Yacht ‘ Sunbeam.’ Cr, 8vo. 72. 6d. School Edition, 2s.
Edwards’s (A. B.) Thousand Miles up the Nile. Imperial 8vo. 42s,

., Hassall’s S8an Remo and the Western Riviera. Crown 8vo. 10s. 6d.

Macnamara's Medical Geography of India. 8vo. 21s.

Miller’s Wintering in the Riviera. Post 8vo. Illustrations, 7s. 6d.

Packe’s Guide to the Pyrences, for Mountaineers. Crown 8vo. 74. 6d.
Rigby’s Letters from Franoe, &oc. in 1789. Crown 8vo, 10s. 6d.

Shore’s Flight of the ¢ Lapwing’, Sketches in China and Japan, 8vo. 15¢.
The Alpine Club Map of Switzerland, In Four Sheets. 42s.

Tozer’s Turkish Armenia and Eastern Asia Minor. 8vo. 16s.

‘Weld’s Sacred Palmlands., Crown 8vo. 10s. 6d,
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WORKS OF FICTION.

Blues and Buffs, By ArthurMills, Crown 8vo. 6s.
Buried Alive, Ten Years of Penal Servitude in 8iberia. Crown 8vo. 10s. 8d.
Crookit Meg (The). By 8hirley. Crown 8vo. 62,

Endyxlnlo& By the Right Hon. the Barl of Beaconsfield, K.G. 3 vols. post 8vo.
3la. 6d.

Hawthorne’s (J.) Yellow-Cap and other Fairy Stories. Crown 8vo. 6s.
Cabinet Edition of Btories and Tales by Miss Sewell :—

Amy Herbert, 2s. 6d. Ivors, 2s.

Clave 21, 6d. tharine Ashton, 2s. 6d.
The Earl’s Daughter, 2. 8d. Laneton Parsonage, ?4, td.
Experlence of Life, 24, 6d. Margaret Percival, 8s. 6d.
Gertrude, 24, 6d. Ursuls, 84. 6d.

Novels and Tales by the Right Hon. the Earl of Beaconsfield, K.G. Cabinet
Edltion, Ten Volumes, crown 8vo, price £3.

Lothair, 6s. Henrietta Temple, 6s.
Coningsby, 63, Contarini Fleming, 6s.
Sybil, és. Alroy, Ixion, &c. 6s.

6s. The Young Duke, &c. 6s
Venetia, 6s. Vivian Grey, 6s.

The Modern Novelist’s Library. Each Work in crown 8vo. A 8ingle Volume,
complete in iteelf, price 2s. boards, or2s. 6d, cloth :—

By the Earl of Beaconsfield, K.G. By Major Whyte-Melville,
Lothair. Digby Grand.
Coningsby. General Bounce.
Sybil. Kate Coventry,
Tancred. The Gladiators
Good for Nothing.
Henrietta Temple. Holmby House.
Con IS The Interpreter.
Alroy, Ixion, &c. The Queen’s Marles,
‘The Young Duke, &c. BytheAuthorof‘theAheuerduLys'
Vivian Grey. Mademoiselle Mori.
By Anthony Trollope, The Atelier du Lys.
Barchester Towers. By Various Writers,
The Warden, Atherstone Priory. .
By the Author of ¢ the Rose Garden.’ The Burgomaster’s Family.
Elsa and her Vulture,
The Six Sisters of the Valleys.

Lord Beaconsfleld’s Novels and Tales, 10 vols. cloth extra, gilt edges, 30s.
Whispers from Fairy Land. By the Right Hon. Lord Brabourne. With Nine
Illustrations. Crown 8vo. 3s. 6d.

-Piggledy ; or, Stories for Everybody and Everybody’s Children. By
the Right Hon. Lord Brabourne., With Nine Illustrations from Designs by
R. Doyle. Crown 8vo. 32, 6d.

POETRY & THE DRAMA.

Bailey’s Festus, a Poem. Crown 8vo, 124, 6d.

Bowdler’s Family Shakspeare, Mediuam 8vo, 14s. 8 vols. fep. 8vo. 212,
Cayley’s Tliad of Homer, Homometrically translated, 8vo. 12s. 6d.
Conington’s Zneid of Virgil, translated into English Verse. Crown 8vo. 9.

London, LONGMANS & CO.




General Lists of New Works, 11

Groethe’s Faust, translated by Birds, Large crown 8vo. 12s. 6d.
- — translated by Webb. 8vo. 12s. 6d.
— edited by Selss. Crown 8vo. 5s.
Ingelow's Poems. New Edition. 2 vols, fop. 8vo. 12s.
Macaulay’s Lays of Ancient Rome, with Ivry and the Armada. 16mo. 3s. 6d.
Ormsby’s Poem of the Cid. Translated. Post 8vo. 5s.
Southey’s Poetical Works. Medium 8vo. 14s.

RURAL SPORTS, HORSE & CATTLE MANAGEMENT &c.

Blaine’s Encyclopsedia of Rural Sports, 8vo. 21s,
Francis’s Treatise on Fishing in all its Branches. Post 8vo. 15s.
Horses and Roads. By Free-Lance. Crown 8vo, 6s.
Miles’s Horse’s Foot, and How to Keep it Sound. Imperial 8vo. 12s. 8d.

—  Plain Treatise on Horse-Shoeing. Post 8vo. 2s. 8d.

—  Stables and Stable-PFittings, Imperial 8vo. 18s.

— Remarks on Horses’ Teeth. Post 8vo. 1s. 6d.
Nevile’s Horses and Riding. Crown 8vo. 6s.
Ronalds’s Fly-Fisher’s Entomology. 8vo. 142,
Steel’s Diseases of the Ox, being a Manual of Bovine Pathology. 8vo. 15s.
Stonehenge’s Dog in Health and Disease. Square crown 8vo. 7s.6d.

- Greyhound. Square crown 8vo. 16s.
Youatt’s Work on the Dog. 8vo. 6s.
— — — Horse. 8vo. 7s. 6d.

Wileoeks 's Sea-Fisherman. Post 8vo, 12s. 6d.

WORKS OF UTILITY & GENERAL INFORMATION.

Acton’s Modern Cookery for Private Familiez, Fep. 8vo. 6s.

Black’s Practical Treatise on Brewing. 8vo. 10s, 6d.

Buckton's Food and Home Cookery. Crown 8vo. 2s.

Bull on the Maternal Management of Children. Fcp. 8vo. 3s. 6d.

Bull’s Hints to Mothers on the Management of their Health during the Period of
- Pregunancy and in the Lying-in Room., Fecp. 8vo. 2. 6d.

Campbell-Walker’s Correct Card, or How to Play at Whist. Fep. 8vo. 2s. 6d.
Edwards on the Ventilation of Dwelling-Houses. Royal 8vo. 10s. 6d,

Johnson 8 (W. & J. H.) Patentee’s Manual., Fourth Edition. 8vo. 10:. 6d.

’s Chess Openi: Fcp. 8vo. 2. 6d.
Macl 's K ics for Begl 8, Small crown 8vo, 2. 6d.
—_ Elements of Economies. Small crown 8vo. [In the press.

— Theory and Practice of Banking. 2 vols. 8vo, 26s.
— Elements of Banking. Fourth Edition. Crown 8vo, 5s.
M’Culloch’s Dicti 'y of C and C cial Navigation. 8vo. 83s.
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Maunder’s Biogriphical Treasury. ¥cp. 8vo. 6s.
. Historical Treasury. Fcp. 8vo, 6s.
— Sclentific and Literary Treasury. Fcp. 8vo, 6s.
—  Treasury of Bible Knowledge, edited by Ayre. Fep. 8vo. 6s.
—  Treasury of Botany, edited by Lindley & Moore. Two Parts, 121
—  Treasury of Geography. Fcp. 8vo. 6s.
—  Treasury of Knowledge and Library of Reference, Fop. 8vo. 6s.
Treasury of Natural History. Fop. 8vo. 6s.
Perdral Materia Medica, by Bentley and Redwood. 8vo. 25s.
Pewtner’s Comprehensive Specifier ; Bullding-Artificers’ Work. Crown 8vo, 6s.
Pole’s Theory of the Modern Scientific Game of Whist. Fcp. 8vo. 24. 6d.
fcott’s Farm Valuer. Crown 8vo, 6s.
— Rents and Purchases. Crown 8vo. 6s.
Smith’s Handbook for Midwives. Crown 8vo. 5s.
The Cabinet Lawyer, a Popular Digest of the Laws of England. Fecp. 8vo. 9s.
‘Woest on the Diseases of Infancy and Childhood. 8vo. 18s.
‘Wilson on Banking Reform. 8vo. 7s. 6d.
— on the Resources of Modern Countries 2 vols. 8vo. 24s.

MUSICAL WORKS BY JOHN HULLAH, LL.D.

Hullah’s Method of Teaching Singing. Crown 8vo. 2s. 6d.
Exercises and Figures in the same. Crown 8vo. 1s. or 2 Partas, 6d. each.

Large Sheets, containing the ¢Exercises and Figures in Hullah’s Metbod,’ in
Parcels of Eight, price 6s. each.

Chromatic Scale, with the Inflected Syllables, on Large Sheet. 1s. 6d.
Card of Chromatic Scale. 1d.

Exercises for the Cultivation of the Voice. For Soprano or Tenor, 2s. 6d.
Grammar of Musical Harmony. Royal 8vo. 2 Parts, each 1s. 6d.
Exercises to Grammar of Musical Harmony. 1s.

Grammar of Counterpoint, Part I. super-royal 8vo, 2s. 6d.

Wilhem’s Manual of Singing, Parts I. & II. 2s. 6d. ; or together, 5s.

Exercises and Figures contained in Parts I, and II, of Wilhem's Manual. Books
1. & I, each 84.

Large Shm,No:.lh)n , containing the Figures in Part I of Wilkem’s Manual,

in a Parcel,

Large Sheets, Noa. 9 to 40, containing the Exercises in Pa.rb L of Wilhem’s
Manual, in Four Parcels of Eight Nos. each, per Parcel, 6.

Large Sheets, Nos. 41 to 53, containing the Figures in Part II. inaParoel, 9s.
Hymns for the Young, set to Music. Royal 8vo. 84d.

Infant School Songs. 6d.

Notation, the Musical Alphabet. Crown 8vo. 6d.

0Old Bnglish Songs for Schools, Harmonised, 6d.

Rudiments of Musical Grammar. Royal 8vo, 8s.

School Bongs for 2 and 8 Voices. 2 Books, 8vo. each 6d.

London, LONGMANS & CO.
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